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all-round book- 


This young lady does a complete 
keeping job. 


She posts ACCOUNTS RECEIVABLE RECORDS... 

the customer’s statement, the customer’s ledger 

account and makes the entry to the daily journal 
all in the same operation. 


She prepares the TRIAL BALANCE. .. simultane- 
ously transfers balances to new statements and 
“ages”? accounts in the same operation. 


She posts ACCOUNTS PAYABLE, making entries 
to all related records simultaneously, and then 
uses the same machine to make the expense 
distribution. 


She prepares PAYROLL RECORDS... the pay 
checks, the pay statements, and the payroll sum- 
mary as she posts each employee’s earnings rec- 
ord. As in the case of accounts receivable and 
payable, she saves much time by posting all re- 
lated records in one operation, 


EASY TO OPERATE... 
The Underwood Sundstrand 
Keyboard has only 10 numeral 
keys which permits any office 
worker to quickly develop the 
fast “touch method” of easy 
operation. 


For complete details, 

mail the coupon or call 

your nearest Under- 
wood Representative 
today. 
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UNT, 
ING MACHINE 


This Underwood Sundstrand 
automatically prints dates and 
descriptive symbols 
automatically selects the charge 
or credit column 
automatically computes and 
prints each balance 
automatically provides the total of all postings 
automatically furnishes proof of accuracy 
Underwood Sundstrand Accounting Machines are 
used in every kind of business—for accounts re- 
ceivable, accounts payable, payroll records, stock 
records and sales analysis records. 


Underwood Corporation 


Accounting Machines . . . Adding Machines. . . 
Typewriters ... Carbon Paper ... Ribbons 
One Park Avenue New York 16, N. Y. 
Underwood Limited, 135 Victoria St., 
Toronto 1, Canada 
Sales and Service Everywhere 


Underwood Corporation 

One Park Avenue 

New York i6, N. Y. 

Please send me a copy of the new Underwood Sund- 
strand folder: ‘‘Figure Facts for the Modern Business, 
Large or Small.”’ 


| Name and Title 
\ Company 

| Street 

City 
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Are you balked 


This fellow has a low batting average 
when it comes to getting reports and 
statements out on time. Accuses his 
bull-pen staff of fouling when he’s 
caught with errors. 

But the overworked girls in his office 
can’t get to first base. Minor league 
record-keeping methods put two strikes 
on ’em from the start 

Simple, flexible McBee methods 
would get out those fiscal reports and 
payrolls one-two-three. And there’d be 
no need for expensive installations 
or high-priced personnel, either. 

With McBee Keysort, figures that 
used to lodge in ledgers and files come 
out into the open. Marginally punched 
Keysort cards become the original rec- 
ords. Orders, invoices, clock cards, and 
job tickets escape the hazards of copy- 
ing and recopying. They can be keyed, 
sorted and summarized in no time. 


MCBee 









by batty figures ? 


You can keep business facts current 
with Keysort and do it more economi- 
cally than with other methods. For Key- 
sort doesn’t require costly equipment or 
specially trained people. 

There’s a McBee man near you. Ask 
him to drop in. Or write us. 











Kerysort is based on a card with coded holes 
punched near the edges. When you notch the 
holes, the cards become mechanically articu- 
late. You can classify, file, find and use quan- 
tities of data...quickly and accurately. 


THE McBEE COMPANY 


Sole Manufacturer of Keysort — The Marginally Punched Card 
295 Madison Ave., New York 17, N.Y. Offices in principal cities 


310 Spadina Ave., Toronto 2B, Ontario, Canada 
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Purchasing Practice 


C.P.A., presently employed, desires to pur- 
irtnership interest or entire successful 
practice from retiring or expanding practi- 


New York C.P.A. 


tioner. Box 133, 


Partnership 
N. Y. and Conn. C.P.A., specializing in high- 
way construction, strip mining accounting, 
cost em installation, and Section 722 tax 
matters, over 25 years’ experience, desires to 
ente urtnership for mutual benefit of all 
concerned. Box 134, New York C.P.A 


Opportunity for Office Equipment 
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Its a cinch to get urgently needed facts and figures 


when all you have to do is call STATISTICAL. 


This organization can provide 100 girls for an in- 
ventory. We can give you 50, 1000 or 100,000 hours 
for any figure work, whether it be a retroactive 
payroll, a revision of standard costs or a LIFO 
revaluation. Or we can key-punch from 1000 to 
1,000,000 card: and then tabulate them for you on 
an inventory, a sales analysis, a machine load, a 


TABULATING e 


CALCULATING ° 


Like Shooting Fish in a Barrel 


sales forecast or you name it. We can type 1000 
financial statements for you. 


All this may swamp you, but to STATISTICAL, 
it’s like shooting fish in a barrel. 


Remember this complete service is available to you 
on a regular or emergency basis. Just phone 
WHitehall 3-8383 or address 50 Broadway, New 
York 4, N. Y. for complete story. 


TYPING 


STATISTICAL TABULATING COMPANY 
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*Get this FREE 20- 
page booklet, How to 
Save Money on Your 
Bookkeeping, from 
your local National 
Representative, or 
write to: 





Increase the output per employee...and a business makes 
more money! 

True in the factory...and true in the office as well! 
True no matter what the size or type of business. 

We'll gladly show you just how a National Mechanized 
Accounting System tailored to your needs can increase the 
output per office employee...improve morale...and also 
improve customer relations, with records that are always 
neat, accurate and on time. 

National’s exclusive combination of advantages produces 
savings that often pay the entire cost of the whole 





} ACCOUNTING MACHINES 


installation the first year. 
CASH REGISTERS « ADDING MACHINES 


Call your local National representative today. 


THE NATIONAL CASH REGISTER COMPANY, DAYTON 9, OHIO 
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Existing Methods 


ot Liquidating or 


Rehabilitating Insolvent Businesses 


}y WitttAm KriMetporr, C.P.A. 


Introduction 
AS FAR back as 1945, it became ap- 
parent that business, especially 
small business, was going to encoun- 
ter the difficult times that confront it 
today. Our government has by this 
time officially recognized, I think, that 
there is a “disinflation”, or as others 
may have it, a “corrective depression or 
recession.” No matter what it is called, 
there is, at present, a manifestation in 
the business cycle which is resulting 
in a weeding out of businesses which 
have no right to exist as 
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Witrtt1AM~ KiMeEvporF, C.P.A., 
has been a member of the Society 
since 1930, and is at present on the 
Committee on Bankruptcy Proce- 
dure. He is also a member of the 
Association of Interstate Commerce 
Commission Practi 

Mr. Kimeldorf h 
of B.C.S. (1927) an 
from New York 
LL.M. (1936) from St. Johr 
versity 

He a partner Kimeldorf, 
Farb and Company, C.P.A’s. and 
a member of the New York Bar. 

This paper was presented by Mr. 
Kimeldorf at a technical meeting of 
the Society held at the Engineering 
Building on April 28, 
1949, under the auspices of the Com- 
mittee on Bankruptcy Procedure. 
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business units in our business structure 
today. The war (with rising prices, 
due to shortages in the supply of mer- 
chandise, among other things), had 
fostered a prosperity in which man- 
agement had shared no matter how in- 
efficient. This prosperity, of course, 
had attracted many people who, under 
normal circumstances, would not have 
entered the business field because of 
lack of managerial ability or of suffi- 
cient capital. 

The following statistical information 
regarding commercial and industrial 
failures in the United States is indica- 
tive of the present definite trend to- 
wards a greater number of insolven- 
cies in the United States. It is impor- 
tant to remember that these figures do 
not include farmers, professional men, 
or any individuals who are not in a 
commercial or industrial enterprise. In 
1940, there was a total of 13,600 in- 
solvency cases. During the war, there 
was a gradual lessening until 1945, 
when there were only 800. But in 
1946, the total increased to 1,100, and 
in 1947, to 3,400 cases. In 1948, the 
number increased to 5,200, and the 
startling and unfortunate fact is that 
in the past ninety days, from January 
Ist to April Ist, the number of cases 
reached 2,100, or at a rate of 8,500 a 
year. So, it is reasonably safe to as- 
sume that there will be more and more 
insolvencies. 

Just what is meant by “insolvency” ? 
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In tl lled bankruptcy sense of the sole even the most import 
the word lvency exists where the professional expert in financial guid- 
fa value of the assets is less ance. But the final action taken 1s, in 
tha t tal liabilities | the ¢ juity the mat the direct const juence o 
lven exists where the his examination and his report, bot 
lebt innot pay his debts as they written and oral. However, I would 
mature due course like to point out the more important 
Ami nents to the Federal Bank- to be considered in 
rupt \ct, Section 77B in 1934, and al question: Shall we 
Chapt 1 XI in 1938. in effect yr shall we have re- 
broad 1 +1 power of tl courts to 
eal with insolvent businesses in need The first and most important factor, 
f rea nent or reot I think, is the debtor’s moral record. 
liza These wet salutary His record must be beyond reproach. 
t | to meet the require No group of credit men will even con- 
he various tyq solve sider a composition settlement without 
g beine satisfied as to that fact Help- 
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JUS > l 1s Cail \ 
] prepat _ | ES would b ] 
1 | business, HH gain the accountants s es 
gement 1 said to. are of the utmost importance in de- 
le in one, two or three individuals tecting dishonesty and fraud. For as 
I certainly would hesitate to accept the we do know from practical experience, 
1 ri wn #84 ri W hes m : 9116 ey } nr Leesanites ar 
| 1 sin I SIness 1s Oni hnany aANKTUptcies a e€ dqdisno 
hich cant ufford a lob \ seeond factor is : Has the 
Wasl t But serious t Sa lebtor failed be fore? lr Ss s hein 
t that least percent ol al some way O! other suffe 1 financial 
busines ll wit ‘ classification, embarrassment bv which the creditors 
ind h reference to those busi have suffered a financial loss? Surely 
! s that the certified public account- a debtor who has been unsuccessiul 
int fin nself so much in demand previously and has had a poor financial 
as ( su nt in hnan 1 matters ecord should be subjec to close scru- 
\n s should be so, for it is his un- ny in determining whet! there 
inding of reports and records and — should be liquidation or not 
their true meaning that permits him to Is the management efficient, or are 
give the benefit of his specialized the creditors throwing good money at- 
wledge in matters where there is ter bad? Many businesses have 
\ tress up throughout the country wi 


Liquidation or Reorganization? 
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conditi s must be good. What are the 
prospects of the future for this debtor? 
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ie debtor is considered to be a 
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poor moral risk after full considera- 
) 1ese factors and many others 
a ' ] rh ee Riel Gee bties 
n I ed, O he prospects tor the 
{1 not good, or he is hopelessly 
~*~ +] litors should at- 
ns en the credliors snould at 
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1 l pl Ic accountant should 
financial distress and there- 
i ] e 4 ea: ee 
enew his knowledge ot the differ- 
ent methods which the law affords to 
1 1 } mo i * 
distressed deb and their creditors 
ehabilitation liquidation of 
1 business. I should like to speak first 
of the methods used in liquidation. 


Bulk Sale 
From the standpoint of the debtor, 
t preierable method of liquidat- 


i a bulk sale, 


ness is that of 
under the Bulk Sales Act or 
Section 44 of the Personal Property 
Law. Here a transfer is made to a 
purchaser with due notice being given 
creditors. Where the creditors 
are satisfied that there has been no 
fraud and no collusion, and that the 
ice to be paid for the assets is fair, 
they can accept this method. Such a 
sale entails the least amount of cost, is 
speedy, and is certain in its results. 
Under this plan, the purchaser pro- 
cures a certified written list of the 
names and addresses of the creditors of 
the seller with the amount of indebt- 
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to the 


price 


edness owing to each, and_ notifies 
every creditor whose name is stated 
thereon of the proposed sale. It is cus- 
tomary for the purchaser to place the 
purchase price in escrow as security 
tor the payment to the creditors, Upon 
full compliance by the purchaser with 
the requirements of Section 44 of the 
Personal Property Law, the purchaser 
obtains good title to the property and 
the creditors have no further rights as 
against him or the property. This ar- 
rangement is oftimes coupled with an 
agreement on the part of the creditors 
to accept a reduced amount in full sat- 
isfaction of their claims. Else, the 
debtor still remains liable for any un- 
paid portion. Where the debtor is a 
corporation, this makes no practical 
difference because the purchaser usu- 
ally organizes a new corporation. 
Where the debtor is a partnership or 
an individual, however, he or it, will 
gain nothing unless a release is ob- 
tained from the creditors. 


General Assignment for 
the Benefit of Creditors 


Another method used is the general 
assignment for the benefit of creditors 
effected under the Debtor and Cred- 
itor Law. Here, a transfer is made to 
an assignee whoa holds it in trust for 
the benefit of the creditors. The as- 
signee, when he accepts the assignment, 
becomes vested with title to all of the 
debtor’s property. The assignee may 
call a meeting of the creditors for the 
purpose of placing before them the 
facts concerning the insolvency, or the 
assignee may proceed to liquidate the 
estate in the first instance, upon due 
notice to creditors. In this method, the 
debtor, to a certain extent, retains some 
control when the assignment is made 
to an assignee of his own choice. How- 
ever, the creditors may consider the 
assignment an act of bankruptcy and 
file an involuntary petition. This would 
then throw the matter into the hands 
of the Federal District Court in bank- 
ruptcy proceedings. Where the general 
assignment does not lead to liquidation, 
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but to a composition agreement the costly and cumbersome, and involved a 
debtor again must be certain that the judicial sale of the assets for the pur- 

litors who accept a reduced amount pose of fixing the return to creditors 
do so in full satisfaction of their clai who did not join in the reorganization 


plan. There existed no machinery to 

Federal Bankruptcy compel or coerce creditors to accept a 
Under Chapters I to VII of the sett! ment in equity receivership, 

‘leral Bankruptcy Act a petition in In 1934, however, Congress took no- 
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Existing Methods of Liquidating or Rehabilitating Insolvent Businesses 


in pending bankruptcy proceedings 
either before or after adjudication. 
Chapter X must be used where there 
is a public stock issue, and in some 
cases the plan proposed must be ap- 
proved by the S.E.C., in addition to 
receiving the approval of the creditors 
and the Court. 

Two-thirds of the amount of cred- 
itors’ claims affected and allowed in 
each class, and a majority of stock- 
holders affected in each class, is neces- 
sary for approval of a plan of reor- 
ganization. 

In cases where the debts are less 
than $250,000, the Court may continue 
the debtor in possession, but where the 
debts exceed that amount, the Court 
must appoint a disinterested trustee; 
and it is the trustee who formulates 
and submits the plan of reorganization. 
Sometimes, where the debtor has its 
own credit and accounting depart- 
ments, the trustee receives the cooper- 
ation of such departments in preparing 
the plan. 


Chapter XI 

Chapter XI, on the other hand, deals 
with arrangements, that is, extensions 
and composition of individuals, part- 
ips, and small corporations where 
there are no public investors or cred- 
itors involved. The petition for relief 
under this Chapter is voluntary only, 
and may also be filed in pending bank- 
ruptcy proceedings either before or 
after adjudication. A majority in 
amount and number of unsecured cred- 
itors is necessary for the approval of 
a plan. The Court usually continues 
the debtor in possession, and the plan 
of arrangement is quickly worked out 
by the debtor in conference with his 
creditors. 

This Chapter XI is a very useful 
and flexible statute, and serves admi- 
rably in the small commercial failures 
where the solution for debtor and cred- 
itors is a composition settlement. It is 
quick, comparatively inexpensive, and 
ordinarily does not involve an inter- 
ruption of the business. Creditor’s 
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nerships, 


committees play an important part in 
these arrangement proceedings and, 
thus, creditors’ interests are fully 
guarded. These committees may re- 
tain, by Court order, accountants and 
attorneys and, in that fashion, may 
investigate the debter’s conduct and 
supervise the debtor’s operations up to 
the point of final consummation of a 
plan. 

It should be mentioned, however, 
that secured debts cannot be scaled 
down or altered in Chapter XI pro- 
ceedings. These remain unaffected, and 
the only way of dealing with them is 
by private negotiation with the cred- 
itors holding the security. 


Voluntary Agreements 

Voluntary composition or extension 
agreements, other things being equal, 
are the most satisfactory methods to 
be used in reorganizations. These, how- 
ever, can only be employed when all or 
nearly all creditors join. 

Extension agreements are really a 
postponement of the time of payment, 
and such agreements are entered into 
when the insolvency is temporary and 
can be easily remedied. 

A compromise settlement is an 
agreement whereby the amount of the 
indebtedness is scaled down. Usually 
for the protection of those creditors 
who sign, the agreement provides that 
only by the concurrence of all or a 
high percentage of the number of 
creditors will the agreement become 
effective. 

As previously pointed out, two of the 
more important consideraticns are the 
integrity and honesty of the debtor 
and the probability that the financial 
difficulties will be of short duration. 


Conclusion 


It should be remembered that, in re- 
organization, there are vital adjust- 
ments of various types of claims by 
creditors and stockholders, who dif- 
fer in amount and kind of equity own- 
ership, and who differ in amount and 
kind from a security point of view. 

(Concluded on page 427) 
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Types of Claims Filed Against 
An Insolvent Estate 


By ALEXANDER E. Bercer, C.P.A. 


A’ ONE time or another every ac- various sources. 
yuntant must come in contact with tion of general 


























the bankruptcy courts. He will repre- sun 
sent either the debtor, creditor, receiver live 
*trustee. In any event, itis important show these sums 
to know and understand the types of | account or by reason of notes and trade 
laims filed against insolvent estates. acceptances issued. It is important, as 
\s accountant f r he mart ¢ ) | to see that you 
should |] VV filed lient has claim within the 
to protect tl ‘lient. statutory pe the proper amount 
When he represents the debtor, re- If in doubt amount of the 
ceiver, or trustee, he should anticipate claim, alway - the larger amount 
the types ims that may be filed | ich as claims can always be re- 
various claimants iced by compromise or consent; but 
Ba illy, there are only two main n orae oO increase the amount of a 
classifications of claims which are filed — cl ent to the expiration 
in bankruptcy. These are general ate it is usually necessary 
1 ind rity claims » obtain the 1S¢ of the ister 
his (1s. a wolved legal procedure 
General Claims vhich « ve eliminated by filing f 
] tyect Te 
Chis type r clai } 18 most comn : rs unNoOU ot ITs place 
leat: ectaies and: arises ont _ At this point I st emphasize the 
wportance ¢ aving vour ent file 
his proof laim. In many instances 
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our Society merely a waste of time because the 
graduated in bankrupt estate has little. if any, assets 
‘ollege of the City ind he feels that no dividends will be 
rger is a mem- paid t irs. The client should be 

n Bankruptcy nade his claim, nevertheless. 

ad extensivi One i comes to mind of the 

f bankruptcy bankrupt estate that had no apparent 

‘1 associated assets at the date of adjudication. Sub- 

the Receiver- sequent investigation by the accountant 
Irving Trust for the trustee resulted in the recoverv 
Company when the latter was desig- of sufficient assets to enable the cred- 


nated as official Receiver by the fed- itors to receive substantial distribu- 





the Southern District tions. Claims must be filed and filed in 
He is now engaged in time. If the claim is 1 the 

in New York City. creditor cannot vote for n ot 

ae . in mn 
This paper was read at a technical _ ghia 
meeting of the Society, held at the mary 1 = 
Engineering Societies’ Building on ane aan 
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\pril 28, 1949, under the auspices creditor is then barred from subsequent 
of the Committee on Bankruptc) filing of his claim unless he ol tains per- 
Py dure. : mission from the court to pernut t 
late filing. 
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Types of Claims Filed Aaainst An Insolvent Estate 


During the course of the audit, it is 
important to impress upon the client 
that all checks received from customers 
be deposited the same day they are re- 
ceived. I have had occasion to inter- 
view several general creditors who were 
creditors only because their bookkeep- 
ers accumulated checks for several days 
before making bank deposits. Equally 
important, in your audit, is the unpaid 
account receivable which has not been 
collected because the customer is dis- 
puting delivery or is claiming shortages 
in shipment. See that your client makes 
a quick adjustment of such items where 
the customer is in doubtful. financial 
status; otherwise your client may find 
lumself a general creditor, I have seen 
instances where the items in dispute 
were open for such a length of time 
that when the claim of the general cred- 
itor was finally filed, a substantial por- 
tion thereof was immediately disal- 
lowed because the statute of limitations 
had come into effect and had outlawed 
the claim. 

One observation I have made in the 
t bankruptcy work is that the 
most complete and accurate verification 
of accounts payable can be made only 
in an insolvent estate after all claims 
have been filed. 


course oO! 


General claims also include those 
filed by various utilities for electric 
power, gas and telephone services sup- 
plied. Binding pledges made to com- 
munity chests are also considered gen- 
eral claims. Accounting services are 
general claims, but bear in mind that 
the accountant’s monthly bill of serv- 
ices should be entered periodically on 
the books of the client. I have seen an 
accountant’s claim disallowed because 
the debtor’s books did not reflect the 
amount owing as claimed by the ac- 
countant. This discrepancy arose be- 
cause the accountant had not rendered 
monthly bills although he had _ per- 
formed monthly audits. 

Claims for legal services rendered 
are in the general claims classification ; 
likewise, claims for breach of contract, 
real estate commissions, and tort claims 
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arising out of injuries suffered through 
the neglect of the bankrupt or his em-’ 
ployees. 

Unsecured loans by banks and others 
are general claims. 

Amounts due to debenture holders 
(or bond holders) with unpaid interest 
thereon are general claims. Even 
though each bond holder may file his 
own claim, it is customary for the trus- 
tee of the bond issue to file a blanket 
claim for the entire outstanding issue 
so that all bond holders will be pro- 
tected. 

Claims by landlords are general 
claims and present various interesting 
features. The amounts which are defi- 
nite and ascertainable are the sums due 
by the debtor for unpaid rents owing 
to the date of adjudication. The un- 
liquidated portion of the landlord’s 
claim is the sum to be determined aris- 
ing out of the cancellation of the lease 
due to bankruptcy. The final amount 
is usually agreed upon by consent of 
the trustee and the landlord. In many 
instances it has been necessary to com- 
pute the present value of a long term 
lease by taking into consideration the 
present rental and the various accelera- 
tion clauses in the future, and then 
compounding periodically the present 
value in dollars and cents of a long term 
lease. This is necessary in order to 
enable the various parties to reach an 
agreed amount at which the claim can 
be allowed. If an agreement cannot be 
reached, then hearings must be held 
before the referee in bankruptcy, who 
finally determines the amount at which 
the claim is to be allowed. It is this 
same referee who holds hearings to 
decide all disputed claims which do not 
coincide with the books of the debtor 
and which are contested by the trustee. 

It is not unusual to have claims filed 
by stockholders, both common and pre- 
ferred. These claims are of course in 
error and have no standing as such. 
Stockholders share only in plans of re- 
organization when new. stock is issued 
for old stock. In the event of a liqui- 
dation they receive a prorata share 
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only after all claims and administrative 
costs have been satisfied in full. 


Interest due on intere 


gations should be included in the proof 
of claim filed by the creditor. Such 
: 4 + L . f 

interest terminates at the date of ad- 


Hence, the proot of claim 


interest computed to such 





Priority Claims 


This type of claim is sometimes re- 
ferred to as priority or secured. The 
best known in this category is the wage 
claim. Unpaid salaries due to the em- 
ployees of the debtor are recognized as 
priority and are paid before general 
claims are considered. Bonuses, treated 
in employment contracts as additional 
remuneration and based on a percent- 
age of sales, have been held to be sal- 
aries and considered as priority. 
There is a mistaken theory by indi- 


viduals who render personal services, 


Q 
~ 


such as carpentry, window clea 
painting, that they are entitled to prior- 
ity in bankruptcy proceedings. If they 
are in business for th 11 

their services open and available to all 


business concerns, then 


have been ruled to be general claims. 
All claims for taxes are preferred. 
These are filed by the various taxing 


agencies of the federal, state and local 
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instances the 
the tax claims is undeter 





072497 > - a 6th wlaee ee 
mine In such cases the claims are 
1 thas ] es ee . —- —— 
med either With specilic excessive 


amounts marked “estimated”, or are 
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filed without definite amounts for an 
“unliquidated sum”. 

Consignment claims are preferred to 
the extent that specific merchandise in 
the hands of the debtor and readily 
identified by the creditor as the very 
goods sold under terms of consignment, 
may be reclaimed by the creditor. If 
the goods have been sold and no sepa- 
rate bank account is maintained for the 
proceeds of such sales of consigned 
goods, it is then a matter for decision 
by counsel, and the creditor invariably 
becomes a general creditor. Claims re- 
lating to consigned goods should at all 
times be referred to legal counsel. 

Claims by customers for goods left 
for repair are usually satisfied by re- 
turning the goods to the customer upon 
payment of the repair charge by the 
customer to the trustee of the insolvent 
estate. If the goods are not available, 
then counsel should be consulted. 

Conditional sales contracts which are 
breached by bankruptcy result in pri- 
ority claims filed for the reclamation 
of the chattel. This is usually done un- 
less the trustee of the estate needs the 
chattel for the continued operation of 
the business. By consent of the Bank- 
ruptecy Court he is then usually per- 
mitted to continue the payments under 
the terms of the conditional bill of sale. 

Claims resulting from loans made to 
the debtor and secured by accounts re- 
ceivable and warehouse receipts are 
filed as preferred claims to recover the 
amounts of the loans made. If the 
preference is not granted, then proceed- 
are instituted to liquidate the 
to offset the sums due. 


ings 
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The Work of the Accountant in a 
Bankruptcy Investigation 


By Witttam P. 


Introduction 


HE report of the Administrative 
Office of the United States Courts 
on bankruptcy cases commenced arid 
terminated in the United States Dis- 
trict Courts during the fiscal year end- 
ing June 30, 1948, shows the following: 


Cases pending on July 1, 1947.... 17,296 
Cases commenced in the fiscal year 
ending June 30, 1948............ 18,510 
PROGR Ne o'sa trace entoelcteaiartnee 35,806 
Cases terminated during fiscal year 
ending June 30, 1948............ 10,742 


Cases pending on June 30, 1948.... 25,064 


In testimony before the House Ap- 
propriations Subcommittee, it was 
stated that in the current (1949) fiscal 
year, referees will handle 26,000 cases 
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and for the 1950 fiscal year, the esti- 
mate is 32,000 cases. 

Dun & Bradstreet’s March, 1949, 
report on business failures, shows that 
business failures are now 70% of the 
1941 rate. In the light of the present 
period of declining prices, the road 
ahead is not a promising one in that 
direction. 

For the credit grantor this means a 
period of greater watchfulness in credit 
granting. Debtors on the other hand, 
are duty bound to keep to their break- 
even point, not to overextend their 
capital resources, and certainly not to 
permit any deterioration of their hard- 
earned good credit position. 

Despite these precautions, bankrupt- 
cies occur and will occur as part of our 
economic activities. It is to aid in the 
rehabilitation of honest debtors that the 
bankruptcy laws operate. The credit 
grantor and the debtor in bankruptcy 
both use the Office of the Bankruptcy 
Court: the credit grantor for an equal 
and rateable share in the estate of the 
debtor ; and the debtor for a surrender 
of all his assets to all his creditors as 
their rights therein may appear, to be 
followed by a full discharge from his 
debts. 

It is under these circumstances that 
the accountant is retained to investigate 
and report on the financial phases of 
the debtor’s affairs, so that creditors 
may be guided to (1) a true appraise- 
ment of the debtor’s accounting of his 
financial position and (2) that a proper 
surrender was made by him of all his 
property belonging to creditors. 


The Acts of Bankruptcy 
The Bankruptcy Act lists the follow- 


ing as the acts of bankrutcy from which 
stem the rights of creditors to have the 
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The Accountant’s Work 

In bankruptcy procedure, the ac- 
countant’s work calls for the ascertain- 
nent e correctness of the affairs 

the debtor at date of bankruptcy; 

determination of the financial posi- 

1 of the debtor; the rights of cred- 
tors against the debtor; and, finally 
what will be ivailable to meet the 
claims creditors, after payment of 
idmiunistration curred it 


accountant 


in the conduct of his audit engagement, 


‘4 L-; +1, 
The undertaking of the 





7 | e 1 7 1 
will therefore be along lines thus 
outlined. His audit engagement, in 


greater detail, will cover the f¢ 
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The Accountant’s Retainer 
The accountant cannot undertake his 
engagement in bankruptcy work with- 
ut a retention order. The authoriza- 
tion to retain the services of an account- 
ant is covered by General Order Num- 
ber 45, which follows: 
No at 


mployed by 


A pprais- 
- accountant shall be 
trustee or debtor 
possession except upon an order of the 
X] y fixing the amount of the 
isation or the rate or measure t 
: ion of appraiser 
be provided for in like manner 


appointing them.” 








1 
in the order 


t will be observed that the account- 
ant’s services are classed in the same 
category as those of the auctioneer and 
the appraiser. Inasmuch as his com- 
pensation is to be provided for in the 
order appointing him, care must be had 
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that no work be undertaken by an ac- 
countant without having an order en- 
tered for his services. 


Presentation of His Work 

When the accountant’s work shall 
have proceeded to completion along the 
lines outlined, he will present the re- 
sults of his work in a report embody- 
ing the following: 
1. Ascertainment of the financial condition 


as of the date of bankruptcy and the 





reparation of the debtor’s Statement of 
irs and Deficiency at date of adjudi- 
cation of bankruptcy. 
ys financial statement 
- to, and relied upon, 
a on all discoveries 


uch as concealments, 
other matters relating 

f the affairs of the 
tion with his creditors 
correct accounting 





The Statement of Affairs 
The 


of every insolvent debtor. 


Statement of Affairs is required 
t Its comple- 
mentary statement, known as the State- 
ment of Deficiency, accompanies it as 
a matter of course. 

The Statement of Affairs is a listing 
of the their book values and 
the values expected to be realized at a 
Correspondingly, it sets 


assets at 


forced sale. 
forth the claims against the assets ac- 
cording to classes of creditors: 

1. Priorities; 

2. Fully 
3. Partially secured creditors; and 


4. The 


eran rrans roe 
secured creditors ; 


general unsecured creditors. 


1 
} 
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valance sheet deter- 


. : 
books of account and 


It fi llows the 
mined from the 
yarallels with it the expected realiza- 
I lel h it t i veut 


tion values of the assets and the cor- 


responding rights thereto in the order 
iority and sec It indicates 





the pr \bable or ex- 
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False Financial Statements 


It is the duty of the accountant in 
bankruptcy cases to verify the correct- 
ness of the financial statement issued 
by the debtor for credit purposes, and 
the verification of such a statement 
proceeds along the usual balance sheet 
audit lines. 

One of the principal thoughts to bear 
in mind is that in order to contend suc- 
cessfully that the statement issued is 
materially false, rigorous proof must 
be adduced of a type such as would sus- 
tain an indictment and obtain convic- 
tion thereon. 

Federal prosecution on a false finan- 
cial statement will follow if it is sent 
through the mails with the knowledge 
of its falseness, that it will be used to 
secure the extension of credit to the 
sender, and it was done so with the 
intention that it should be relied upon 
to that end. (See Title 18 U.S.C.A., 
Section 338) The statute of limitations 
for prosecution on a false financial 
statement, under mail frauds, is three 
years. 

Under the New York laws, obtain- 
ing property or credit by use of a false 
statement is a misdemeanor. Prosecu- 
tion thereon is provided for under Sec- 
tion 1293-b of the Penal Law. The 
crime consists of the issuance of 

“any false statement in writing, with in- 

tent that it shall be relied upon, respecting 

the financial condition or means or ability 
to pay, of himself, or any other person, 
firm or corporation, in whom he is inter- 
ested or for whom he is acting, for the 
purpose of procurring in any form what- 
ever, either the delivery of personal prop- 
erty, the payment of cash, the making of 

a loan or credit, the extension of a 

credit. cc. 


The use of the mails is not a require- 
ment for prosecution under the State 
laws. The prosecution for this type of 
misdemeanor must be commenced with- 
in two years of its commission. Hence, 
prosecution may be had on all false 
financial statements issued and not yet 
barred by the two year’ period of the 
statute of limitations. 
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Fictitious Sales: Fexamine all sales 
( led shortly before the date of the 
statem \re there receipts for the 
mi e? Has the merchandise 
b en relurinve d hortlv afterward ? (Gen- 


tion of the Sales Re- 





( t an ¢ ili 
turn book will be helpful. If many re- 
tu pp almost immediately after 
the ¢ ent date check to see wheth- 
er the shipment was actually made, or 
the transaction is entirely fictitious 

Cases have been found where an ac- 
tual sale was made to a customer, but 
the duplicate copy in the sales book is 
lor a larger amount. 

Oiten express receipts are pasted 
alongs a bill, completely disarming 
the accountant—but only two (2) gar- 


ments may be shipped, instead of the 


twelve (12) shown on the bill. Even 
forged express receipts have been 
found to exist to cover fictitious sales. 

Vemorandum Sales: The same pro- 
cedure S followed. Reference to the 


Memorandum book may show that 
merchandise shipped on memorandum 
has also been billed, and then returned 
after the statement date. 

Returned Before Statement 
late: Again, when checking the re- 
‘ference to the individual cus 


tomer's file (receiving record or cor- 
respondence) may show that the mer- 
chandise was actually returned prior 


to the statement date, though the ac- 





count was left open as a receivable, and 
‘ ‘ 1] ] a ~ $+ . +2 + +) 
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not accounts receivable but represent 
part of the merchandise inventory. 
Large Sales Paid Immediately: 
Large sales to customers are often 
made just before the statement date, 
and the account appears as paid. Ac- 
lly, loans have been made and, to 
conceal the liability, fictitious sales are 
entered and the loans credited to the 
fictitious customers’ accounts, 
situations are often difficult 
Recourse to the check stub 
be helpful. Duplicate de- 
the bank may be 


These 
to trace. 
book May 
ickets from 





posit 





required. 

A common method employed by a 
debtor was recently illustrated. The 
cash book disclosed three normal de- 
posits, all in odd amounts credited to 
three different customers. The bank 
deposit ticket, however, revealed that 
only one check had been deposited. 
When tracing the maker of the check, 
we discovered a loan had been made 
and concealed, and that the accounts 
were fictitious. 

When the repayment of the loan is 
made, several methods may be em- 
ployed to conceal the transaction. 

1. A return may be entered, and 

the customer’s check ostensibly 

returned. 
2. A fictitious purchase is entered, 
and a check issued in payment. 

3. The repayment is charged to the 
Loan and Exchange account, and 
the loan may be left open, or off- 
set by new loans. 

4. Sometimes a sale (either by cash 
or check) is made and the pro- 
ceeds credited to the loan ac- 
count, without any bill being ren- 
dered to the customer, thus can- 
celling the repayment of the 
omitted loan. 

HWorthless Accounts: An inspection 
of the accounts may reveal the exist- 
ence of old and bankrupt customers 
accounts still being carried as good ac- 
counts receivable. 

In one we found a cus- 
tomer’s page marked “Sundry” with a 
balance of $6,100 carried forward for 
years. No name existed and 
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we had a difficult time convincing a 
judge and jury that “Sundry” was not 
a customer! 

In many cases, the customers’ ledger 
pages may contain several notations 
that reveal an account is bad ; conversa- 
tion with the bookkeeper, manager, or 
proprietor often discloses that accounts 
are long past due, out of business, or 
have failed. 

Public records of creditors’ meetings, 
bankruptcy notices, or correspondence 
from attorneys found in the files are 


often the best proof. 


Hypothecation of Accounts 


When customers’ accounts are as- 
signed, it is generally difficult to hide 
this from the accountant. And yet, we 
came across a case where a fairly large 
firm had been selling its bills to an 
out-of-town Factor for over three 
years, and it was never reported by the 
accountant in submitting his annual 
statement. 

A duplicate set of records had al- 
ways been maintained, and the checks 
from the Factor, when received, were 
credited individually to each customer's 
account. The account with the Factor 
was kept out of the general ledger. 


Verification of Accounts 


The accountant, when preparing and 
issuing a “‘certified’’ report, will con- 
firm the amounts due from customers. 
The fact that not all customers reply 
is often a danger—but the serious diffi- 
culty arises where fictitious accounts 
are on the books, and the debtor him- 
self sends in the reply. 

Confirmation forms are generally re- 
plied to by a note added at the bottom 
of the forms. The customer need not 
reply on his own letterhead and thus 
an unscrupulous debtor will arrange 

some of the forms and return 
them himself. Even the address of the 
customer is important. Accounts con- 
in a resi- 
must be 


to e 
to get 


taining addresses obviously 
dential part of the town 
checked carefully. 
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Notes Receivable 


It is not often that a debtor will, 
manipulate this account. But cases 
have been found where accommoda- 
tion notes were received and concealed 
by a fictitious sale, or where forged 
notes were recorded and similarly cov- 
ered by a fictitious sale. 

A situation was found where a 
debtor received a note from a cus- 
tomer. The debtor then forged three 
additional notes bearing the same date 
and amount, and distributed one to his 
bank and the other two to different 
creditors. If any one called the maker 
of the note, he would confirm the issu- 
ance of such a note, not knowing sev- 
eral had been forged. As it happened, 
the customer did not learn of the ex- 
istence of the forged notes until after 
the debtor skipped. 

Verification of notes receivable 
should be made. Somehow, this oper- 
ation is often omitted because of the 
physical inspection thereof made by 
most accountants, who rely thereon for 
purposes of their report. 

The use of accommodation paper 
while originally started to help a iriend 
or a good account, may become an evil. 
In connection with the issuance of fi- 
nancial statements, the temptation to 
hide this fact is strong. Instead of 
showing the receipt of the notes, which 
actually become a liability at maturity, 
only the asset 1s shown, and usually 
false entries are required to avoid 
showing the liability. 

That this practice is a bad one was 
recently illustrated in a situation where 
the debtor received over $200,000 of 
accommodation notes which he subse- 
quently distributed. When the firm 
failed, it practically broke the party 
who was foolish enough to issue the 
friendly notes. 

How are these facts discovered? 

If the debtor has systematically 
picked-up discounted notes before 
maturity (as he must do if accommo- 
dation or forged notes are used) and 
if your examination has disclosed other 
manipulations, verification of several 
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accounts from whom notes 
ceived should be undertaken. 


wete fc 


Merchandise Inventories 

It is a surprising fact that detailed 
lists of inventory are so often available 
after a firm fails. The existence of such 
a list is important, not only for the 
purpose of verifying a substantial as- 
set account, but it also becomes of vital 
importance in connection with the 
checking of omitted liabilities. 

Debtors will always contend that re- 
cent or dated purchases have been omit- 
ted from the inventory and the liabili- 
ties. The list is always needed to con- 
firm this. 

Testing of prices is often advisable; 
it is not rare for selling prices to be 
mmputations. 


used in the ce 


Liabilities 

The omission of liabilities will usu 
ally take place by omitting purchase 
An examina- 
1e purchase book and purchase 
bills, after the statement date, will in- 
dicate whether any items have been 
omitted. Very often the purchase book 
will not show the correct date, and re- 
course must be had to the purchase in- 
Erasures and pencil changes 
must be looked into. 


bills or concealing loans 


tion of tl 


voices. 


Bills with datings appear a problem 
to the auditor. Very often notes pay- 
able are immediately issued, and rep- 
resent a liability on statement date, 
even though the bill has a dating. The 
real problem is to determine whether 
the merchandise called for by these 
bills has been included in the inven- 
tory. Cases have been found where 
the entire purchase was omitted from 
the books (and liabilities) and subse- 
quent investigation disclosed the mer- 
chandise had actually been sold prior to 
the date of the financial statement. 

The omission and concealment of 
loans has previously been mentioned. 
Sometimes loans are credited directly 
to a drawing or capital account. These 
credits must be questioned. 
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Repayments of omitted liabilities are 
sometimes difficult to trace because of 
the various methods a debtor may em- 
ploy in concealing them. Leg work is 
often required to trace concealments. 
Even printed bills from suppliers have 
been found to be fictitious where it is 
necessary to conceal subsequent pay- 
ments. 

Cash payments after statement date 
examined to determine 
whether adequate provision has been 
expenses, commissions, sala- 


should be 


made for 
ries, etc 

We have all found from experience 
that clients can be very persuasive 
when statements are prepared. 
In one case an examination disclosed 









that about $300,000 of liabilities were 
eliminated from the records bv an ac- 
countant who relied too strongly on his 


this firm 
sed that 


client’s assurances. Wh t 
failed, no one was more surpr! 





the accountant, for he confessed later 
that he thought his client was a very 


wealthy man. 


Affiliated Companies 


Transactions between affiliated com- 
panies must be checked, particularly 
where only one is issuing a statement. 
Transactions may be recorded on one 
firm, without a corresponding entry be- 
ing recorded on the books of the com- 
pany under investigation. Thus, liabil- 
ities can be omitted. 


Legal Remedies 

The prosecution of debtors issuing 
false financial statements usually falls 
to the trade and credit agencies who 
endeavor to protect their members and 
creditors against this practice. Re- 
course may be had to the state court 
or the federal court. 

In practice, false statements are gen- 
erally prosecuted in the state courts. 
In the federal courts mail fraud cases 
which are predicated upon the issuance 
of false financial statements very often 
also involve the concealment of assets. 


(Concluded on page 427) 
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Auditing Procedures in Detecting Conceal-. 


ments, Preferences or Fraudulent 


Conveyances in a Bankruptcy Investigation 


By JosepH SANDLER, C.P.A. 


Tv HE treatment accorded an insolvent 
debtor by his creditors ‘is deter- 
mined to a great extent by the manner 
in which the debtor had conducted his 
affairs, having particular regard to 
whether or not he obtained credit un- 
der false pretenses or, having obtained 
such credit, he fraudulently diverted to 
his own personal and secret use assets 
which would otherwise be available for 
distribution to creditors. 


Mr. Bronsteen has discussed the pro- 
cedures to be followed in determining 
the accuracy of financial statements is- 
sued for credit purposes. I shall address 
myself briefly to some of the procedures 
involved in detecting concealment of 
assets, conveyances and 


fraudulent 





JoserH SANDLER, C.P.A., a part- 
ner in the firm of David Berdon & 
Co., C.P.A’s., has been a member 
of the Society since 1920 and a mem- 
ber of the American Institute of 
Accountant: 1942. He is the 
author of several articles which have 
appeared in The New York Certified 
Public Accountant. 

He is the present chairman of the 


1 
Ia nlery .yy - 
Bz nxruptcy ] rO- 


S since 


Committee on 

cedure, vice-chairman of the Admis- 
sions Committee, a member of the 
Committee on Cooperation with 
Bankers, Committee on Cooperation 


with Credit Men and several other 
committees. 

paper was prepared for pres- 
entation at a technical meeting spon- 
by the Society’s Committee 
nkruptey Procedure which 
took place on April 28, 1949, at the 


Engineering Societies’ Building. 
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preferential treatment given to one 
creditor or to a group of creditors. 

Many a businessman has found him- 
self in financial difficulty because of his 
inability to obtain sufficient volume to 
cover his fixed overhead. Some have 
suffered as a result of inefficiency in 
their organization which has placed 
them in a poor competitive position as 
compared with others in the industry. 
The creditors look to the accountant to 
determine through his investigation the 
reasons for the failure of the enterprise 
and to establish whether or not the 
debtor has dealt honestly with his 
creditors. 

In most cases you will find that the 
debtor had issued a financial statement 
on which the creditors relied in extend- 
ing credit. Having established the ac- 
curacy or inaccuracy of this statement, 
it is important to examine the debtor’s 
affairs between the date of such state- 
ment and the date upon which the cred- 
itors assumed control of the debtor’s 
affairs either through the voluntary act 
of the debtor or through action taken 
by a group of creditors. Has the debtor 
accounted for all the assets which were 
included in the financial statement and 
the assets which subsequently came 
into his possession? A statement of in- 
come and profit and loss, covering the 
period beginning with the statement 
date and ending with the date upon 
which the creditors assumed control 
over the debtor’s affairs, will usually 
bring to light phases of the investiga- 
tion which should receive particular 
attention. This statement may indicate 
a gross loss or a subnormal gross profit 
on merchandise sold. I wish to draw 
your attention to the fact that the 
Bankruptcy Act provides that where a 
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quite common for a dishonest debtor 
to divert customers’ checks represent- 
ing payments received for recorded 
sales. The customer’s account would 
be placed in balance by the entry of a 
fictitious sales return. Where there is 
some indication that assets may have 
been concealed through unrecorded 
sales or fictitious sales returns the fol- 
lowing procedures will develop leads 
which when followed may uncover a 
concealment: 


1. Matching all express receipts for 

some period prior to the bank- 
ruptcy with the duplicate sales 
Invoices. 

2. Correspondence, bill files, and 
petty cash vouchers should be ex- 

evidence of payments 

companies or ware- 


amined for 

to trucking 

houses. 

The sales return books should be 

examined and any entries of sub- 

stantial returns should be investi- 
gated to see whether the merchan- 
dise has actually been received. 

4. Where there is any evidence of 
unrecorded sales, communication 
should be had with the debtor’s 
regular customers requesting a de- 
tailed account of the transactions 
with the bankrupt. This may dis- 
close payments to the debtor that 
have not been recorded on the 
books of account. Photostats of 
such checks, including their en- 
dorsements, should be requested. 
Examination of these may lead to 
the disclosure of secret bank ac- 
counts. 

5. The debtor should be required to 
produce his own bank accounts 
and those of the members of his 
immediate family. All deposits in 
such accounts should be traced to 
their source. The banks are, as a 
rule, very cooperative and, through 
the medium of duplicate deposit 
slips or the Recordak System 
maintained by most banks, it is 
usually possible to determine the 
origin of each check deposited in 
the accounts. 
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6. The exchanges appearing in the 
cash book should be thoroughly 
investigated. : 
In order to avoid detection a 
debtor may sometimes deposit a 
check belonging to the business in 
the firm’s regular bank account 
without recording the receipt in 
the books of account. A withdrawal 
of the same amount is then made 
and not recorded. A comparison 
of deposits reflected on the bank 
statements with the books of ac- 
count would disclose such manip- 
ulations. 


N 


The bankrupt may have withdrawn 
money from the business by checks 
made payable to cash to cover travel- 
ing expenses which have not been in- 
curred, salaries which have not been 
paid, etc., but entered erroneously as 
disbursements for ordinary business 
purposes. Funds of the business may 
have been diverted through kick-backs 
of wages by employees. Concealments 
may also be found by an examination 
of excessive personal withdrawals and 
payments to creditors to whom there is 
no business indebtedness. The payroll 
should be scanned for the names of 
relatives and close friends of the bank- 
rupt. Even if such persons have actu- 
ally been in the employ of the bankrupt 
it may be found that substantial im- 
proper payments have recently been 
made to them. In attempting to un- 
cover such fraudulent withdrawals the 
accountant should examine closely all 
purchase invoices for some period prior 
to the bankruptcy and the checks in 
payment thereof should be carefully 
inspected with special attention given 
to endorsements. Any checks cashed 
at check-cashing services should be 
closely scrutinized and investigated. 
The names and rubber stamp numbers, 
if any, appearing on the back of the 
check should be studied for possible 
leads to persons or places used for the 
diversion of funds belonging to the 
business. The auditor should of course 
examine all the expense accounts and 
investigate disbursements charged to 
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The 


these accounts without supporting 
yuchers 
The accountant should also look into 
the possibility of the diversion of mer- 


chandise to affiliated companies or new 
enterprises controlled by the debtor. 
Sometimes a businessman faced with 
into bankruptcy 
business in the name 

corporate trade 


1 then proceeds 


; ; 
the prospe t I going 
rgvanizes a new 


t relative or in 


name an siphon as- 
sets out of his faltering enterprise into 
ablishment. The investiga- 


the new est t 
M1 


tion of substantial sales made to firms 
that are not included in the list of reg- 
ular customers of the debtor mav lead 
to t lisclosure of new or affiliated 
firms wl have received the benefits 


Here 


disbursements for 


of such improper transfers. again, 





the examination of 





expressage and trucking may furnish 
valuable leads. It 1s advisable at times 
to communicate directly with all local 
trucki ee ich have serviced 
the in order to obtain a list of 
their deliveri behalf of the sub- 
ject company for some period prior to 
the bankruptcy. 

Fraud may b resorted to through 
t transfer of assets by the debtor to 
a third party in the slealé of a bona fide 
sale. The consideration received for 


be materially less than 
| ransactions of this kind 
rh invest! igatio n. Some- 


debtor, in contemplation of 


e assets may 
its fair value. 


require thorou 


bankruptcy and ethane any hope of 
repaying the loan, may borrow money 
from a friend or relative and give as 
collateral substantially all his assets. 


The ovale of the loan may then be 


used to pay another creditor. Upon 
default in payment of the loan the 
lender would take possession of the 
pr raps which is usually found to be 
worth considerably more than the face 
amount of the loan. If the mortgagee 


were a party to had knowledge of 
such a scheme, ae the transaction had 
taken slack within four months prior 


to the filing of the petition in bank- 
ruptcy, this conveyance could be set 
iside and the property recovered by 
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the trustee in bankruptcy. It is there- 
fore incumbent upon the accountant to 
delve into the circumstances surround- 
ing the placing of a lien on any of the 
dehtor’s property within the four month 
period immediately preceding the date 
of the bankruptcy and to report the 
facts to the trustee. The dates of the 
filing of the liens are 


important because 
the four month period begins to run 


when the lien is recorded. 


A preference consists of a payment 
to a creditor by an insolvent 
with intent to prefer such creditor over 
other unsecured creditors. Not all 
preferences are voidable. The burden 
is on the trustee to prove that the cred- 
itor who received the preference had 
knowledge of the insolvency or 
believe that he was receiving 
a preference. There is a tendency on 
the part of many financially embar- 
rassed debtors to give preterential 
treatment to friends or relatives. Some- 
times, when the debtor ; a corporation, 
preferential treatment is given to banks 
because of the personal guarantee or 
endorsements of the officers. In order 
to detect preferences the accountant 
should examine all substantial pay- 
ments made within four months prior 
to the bankruptcy to determine whether 
they had been made before the due 
dates of the obligations or whether they 
were made to friends or relatives of 
the debtor at a time when many of the 
other debts were long overdue. The 
auditor should look carefully into the 
manner in which the bank indebtedness 


eason to 


was liquidated especially when the 
debtor is a corporation. In a bank- 
ruptcy matter handled by my office a 


number of years ago, the investigation 
disclosed that a note payable to a bank 
had matured and the debtor was unable 
to meet the payment. This note rep- 
resented only a small portion of the 
total bank indebtedness, the balance of 
which was not yet due. The bank re- 
newed the loan when the debtor agreed 
to assign accounts receivable as secur- 
ity for the payment of the note. In 
transferring the collateral the debtor 
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assigned 
to secure the balance of the bank in- 
debtedness. Obviously this was done 


to relieve the officers and their wives of 


I have reviewed some of the pro- 
cedures that an accountant should 
adopt in detecting concealments, fraud- 
ulent conveyances and preferences in a 


sufficient accounts receivable 














j ty that might arise from their bankruptcy investigation. In conclu- 
pers guarantees to the bank. An _ sion I wish to state that there are very 
acti y the trustee in bankruptcy to few types of engagements that afford 
voi preierence prevailed and the the accountant as much opportunity to 
genera! creditor body received the bene- demonstrate alertness, intelligence and 
hts ot the proceeds of the collateral ingenuity as an investigation of the af- 
fronr the assigned accounts receivable. fairs of an insolvent debtor. 

G ~e O 
Aids in the Discovery of False Financial Statements 
in a Bankruptcy Investigation 
Continued from page 422) 

The issuance of a false financial The limitations in replying on cross- 
statement will also act as a bar to a examination must be respected. 
discharge i kruptey A valuable guide in preparing your 

fsures is to omi se. differences 

Test ¢ as an expert witness re- figu es is to omit tik e differences 
eit 1 skill. What mav Which may be difficult of proof. A 

Lana > C A SINiil. a 4 Cc ; bd ¢ i'd 
nine ae | Statement is just as false (for purposes 
contound the account int 1s the retfus: - ¢ hs Se aig 
“i ’ 1 ; ene rene : ot prosecution) 1f if 1s overstated by 
+ ray: + "4 > wrhe > ac akan " = ° P e we 
to permit him to describe what he has  ¢59,000—which is easy of proof—as 
disc irom ¢ parties. The against an overstatement of $70,000, 
hearsay evidence rule must be thor- $20,000 of which may contain elements 
oughly studied of doubt and difficulty of proof. 


G ~RS O 


Existing Methods of Liquidating or Rehabilitating ° 
Insolvent Businesses 


Continued from page 411) 


All of these,—creditors and stockhold- 
ers—naturally have conflicting inter- 
ests, and it is necessary that the highest 
degree of skill be employed in prepar- 
ing and negotiating a plan of reorgani- 
zation which will be acceptable and 
fair to all parties involved. 

There are Credit and Adjustment 
Bureaus in various industries, whose 
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staffs of capable and experienced men 
have assisted materially in the reor- 
ganization and liquidation of many 
businesses. I believe that accountants 
and others will find it to their advan- 
tage to seek the advice and cooperation 
of such Adjustment Bureaus when 
confronted with a problem of reorgan- 
izing or liquidating a business. 
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Accountants’ Reports Concerning 


The accountant should state fully all 
facts and figures and avoid suggestion 
to creditors. 

Exhibit C—Statement of Affairs 

The usual form may be used, listing 
assets in order of liquidity and what 
they may expect to realize. The liabili- 
ties should be listed as to preference, 
secured and unsecured. Footnotes 
indicate the source 
used for appraisals shown, and there 
should be notes regarding confingent 
liabilities which may not have been 
considered. Administration expenses 
should be deducted from the free as- 
sets available to unsecured creditors. 
The statement of affairs should then 
show the net amount realizable to cred- 


itors and the percentage of their claims 





1 . 
should be made to 


Li 






which they may expect in distribution 
at statement date. 


Schedule C-1—Deficiency Account 

This would be a reconciliation be- 
tween the Balance Sheet prepared from 
the books and the net amount available 
to creditors as shown by the Statement 
of Affairs. 
Exhibit D—RBalance Sheet 

This exhibit should show the condi- 
tion of the company according to the 
books and accounts, without antici- 
pated losses resulting from realization 
and liquidation. 
Schedule D-1—Bank Reconciliation 

The report should include a copy of 
a bank reconciliation showing outstand- 
ing checks with names of payees, ad- 
dresses, dates of checks and numbers 
for identification, and purpose for 
which the debtor issued each check. 
Schedule D-2 Schedule 

of Accounts Receivable 








In making a schedule of accounts re- 
ceivable, the following column head- 
ings should be used: full name; ad- 
dress; terms of sale; total amount; 
aging (current, 30 days, 60 days, etc.) ; 
doubtful accounts; bad accounts; re- 
marks. 


Such a schedule, so prepared, would 
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be very useful to the committee of 
creditors in following up collections 
of accounts, appraising the value of 
the accounts receivable, and judging 
the type of customers sold by the 
debtor. 
Schedule D-3—Merchandise Inventory 
This should be in summary form di- 
vided into finished goods, raw mate- 
rials, work in process and supplies. If 
practical, total units, prices and details 
should be given. If the inventory is 
too voluminous, then a brief summary 
should be included in the report, but 
a detailed comprehensive inventory 
should be available for inspection with 
prices at both cost and market. 


Schedule D-4—Schedule 

of Fixed Assets 

This schedule may also be in sum- 
mary form. If the report covers a man- 
ufacturer of dresses, it would be ad- 
visable to show the number of ordi- 
nary sewing machines, special ma- 
chines, tables, chairs, cutting machines, 
and other equipment. If however, the 
detail involved is too great, then this 
item should be supported with a sepa- 
rate complete inventory of all ma- 
chinery and equipment owned by the 
debtor. 
Schedule D-5—Schedule 

of Other Assets 

It is unsatisfactory to merely list the 
items generally found in that category 
in the ordinary Balance Sheet. Each 
item should be supported by a separate 
schedule which should show names, ad- 
dresses, and exact amounts. If there 
are sums due from employees, their 
names and addresses with their respec- 
tive amounts of indebtedness should be 
supplied. 
Schedule D-6—Schedule of 

Unsecured Accounts Payable 

This schedule should show the fol- 
lowing: (1) Name; (2) address; (3) 
name of factor, if any; (4) amount of 
indebtedness, per books; (5) amount 
of indebtedness, as compared with 
creditor’s ciaim filed; and (6) recon- 
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ciliations of 


lifferences, if os between 
books or deb 


tor and those of creditor. 
There should be se eparat e schedules 


( 
1 
} 


for secured creditors, priority credit- 

ors, and any other "groups, fully de- 
> ° hel : 

tailed, d ng securities held, liens, 
oD 

et in analysis of claims by range 

must be added 

dé hedu t D—D / S¢ ledule T Ac ounts 


t Balances 


: ¢ e should show amounts 
istomers, setting forth name, ad- 





books, and amount 


per 





con ( laimed with explanation 
) 1; iny 
LY d _ ( lu 
7 ; 
i 
| ] 
Phe ( ixes payable should 
be g ! cordance with degree 
p 1 also classified with the 
Ol] plive 1dings Name 
ig mm payable; period 
vere 1X; Original amount 
rf er additions such as in 
% oaritiie 
l 1) s Sw {§ 
ild contain a co 
pie t ~ pt or surplus 
wit le e description of all 
a é two or three prio 
Vea 
Exhibit | Statement of Income and 
Pr [ l Loss fo r the Fi riod B Jun 
at the I btion of the Last Fiscal 
Yea [ Balance Sheet Dat 
The accountant should s pera- 
tions properly analyzed in tee to dis- 
close the correct cost of goods manu- 


pre sig ly allocated, 


*hedules and 


expenses 
with detailed 


no 
lig 


suppor t 


g 
with various operating ratios. It is 
important to show units on Profit 
ind Loss exhibit 


hibit m parative State ment of 
Income and Profit and Loss for i'wo 


or Thre Years Pri to Fi manct 
Difhi / 
As you loubtedly know, compari- 


son is one ot the methods of 


by comparison may we judge the 


a The comments 


real meaning of figures. 


A three year 
comparison of operations will indicate 

the trend during those years, and com- 
parison may also serve as a guide for 


the future in - event the creditors 
may wish the debtor to continue the 
business. 


Exhibit G-— Statement of Cash Re- 
ceipts and Disbursements for Stx 
Months Prior to Date of Balance 
Sheet : 


Creditors are 
payments 
months prior to 
This state: I 


usually interes 
made during the six 

financial difficulty. 
hould be prepared in 


ted in 





nent s 


summary form and supp ited with 
hedul howing aget » 
schedules showing aggregate amounts 
paid to each creditor. As nent of 
the lication of the fun . { rr the 





and informative, but also essential. 


Second: Contents of Report Pre- 
pared by the Accountants Selected 
by a Committee of Creditors 


Accountants for honorable debtors 
will cooperate with creditors. Notwith- 
standing this, however, creditors may 
designate an accountant heir own 


° ae l. } L- ¢ rae 
choosing to go over the books and rec- 





rds of the debt or. The accountant so 
selected, bec of his position, may 
be more it ive, as a result otf 
which, his 1 reports will extend nanoed 
than the report prepared vith a coopera 

ive accountant for the debtor. Acc od 


he should include all 
lso the 


inoly 
ingly, 
and a 


l of bike above 
following: 


ie The comments should include a 

- financial history of the com- 

ma y, a brief description of its oper- 
ations, and its products. 


~ 


should endeavor to 
give the causes of the failure of the 
debtor which might be attributed 
to lack of personnel, inadequate 
capital for the volume of business 
done, fluctuations in market condi- 
tions, excessive withdrawals by 
principals, improper costing of 
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sales, loss in factory operations, or, 
any other cause or causes, or a com- 
bination of them. 


3. The comments should stress any 
irregularities discovered, which 
would include concealment of as- 
sets, fraudulent transfers, misrep- 
resentations manifested by issuing 
false financial and the 


WL? 
HIKE, 


statements, 


4. There should be a complete sched- 
ule of insurance coverage, listing 
each policy with expiration dates, 
premiums, and kind of insurance. 


5. A complete inventory of all books 


and records. 


6. A schedule listing names, addresses 
1 tit! r all key employees. 


and T11t.€S 0 


7. A statement of Income and Profit 
and Loss for the period beginning 
with the date of the last financial 
statement issued by the debtor and 
ending with the date of the audit. 

8. A transcript of the last financial 


statement issued by the debtor. 


During the period of investigation 
and negotiations, it behooves the ac- 
countant to preserve and augment the 
assets of the debtor. This is usually 
done in cooperation with attorneys, the 
committee of creditors and such agen- 
cies as the Adjustment Bureau of the 
New York Credit Men’s Association. 
Depending on what action creditors 
will take in the matter, or is proposed 
for the debtor, the accountant for the 
creditors might find it beneficial to sub- 
mit a forecast of operations as well as 
a financial forecast or budget. This 
would require a careful projection of 
future sales, purchases, expenses and 
manufacturing costs, with profitable re- 
sults as the goal. The financial fore- 
cast would also indicate whether the 
capital available to the company, with 
or without the help of money due to 
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creditors, can make a profitable fore- 
cast possible. 


Third: Contents of Report by Ac- 
countants Appointed by Trustees 
in Bankruptcy 


If an accountant is selected by a 
trustee in bankruptcy, it is generally 
after an accountant for the debtor, or 
an accountant selected by a committee 
f creditors prior to bankruptcy, has 
already completed the preparation of 
all necessary reports. If not, then the 
accountant for the trustee would be 
bliged to present reports, exhibits and 
schedules, as above described. How- 
ever, there arc added reports required, 
as follows 
1. Statement of cash receipts and dis- 

bursements following the balance 

sheet date of the first meeting of 
creditors. 


~ 


2. If any form of liquidation has taken 
place, or if the company has con- 
tinued operations, interim reports 
on such operations and the effect 
on the assets and liabilities. 


J) 


Balance sheet before the appoint- 
ment of a trustee and comparison 
with balance sheet as of the date 
of the audit for trustee. 


4. An amended statement of affairs, as 
previously described. 

5. Supplementary reports with inde- 
pendent verification of the figures 
and findings previously submitted. 
If a petition in bankruptcy is filed, 
the accountant for the trustee would 
be charged with this work. 

6. After the Estate is closed, it is sug- 
gested that a comprehensive report 
covering all transactions, inclusive 
of those during its administration, 
be submitted to the trustee. This 
would serve as a financial, historical 
record for future reference, if re- 
quired, 
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By Max 











I N connection with real estate audits 
t hat extent must the accountan 
oO espect to audit insurance pol 
1¢ a ld le merely make a sched 
1] nce in torce and efte 
s] yr tne va 1 us types OF coverave 
4 Cxpiration dates a | T 
n uid, and calculate the value o 
the ] iid insurance premiums? O 
] » beyond this and try to de- 
te e whether e coverage is ade- 
ql Should the accountant also 
er th the ce companies the 
t t po ubmiutted to him 
ider's first reaction may be 
e are treading on the insurance 
g but on further considera- 
ll be noted that the prope 
surance verage f an asset is almost 
iS In int as the asset itself. Just as 
itingent liabilities are a factor in 
very standard audit, so the inadequacy 
r the lack of proper insurance cover- 
Loe av je ypardize the value of a sub- 
stantial asset. 
n the course of this article the 
vriter will attempt to clarify some of 
hese itters 
\fAx GoopMAN, C.P.A., has been 
1 member of the Society since 1942 
and is presently a member of its 
Committee on Real Estate Account- 

or ten years prior to 1935 he was 
actively engaged in the real estate 
business on Long Island, both as 
broker and manager. Since then, he 
has returned to public practice and 
has continued his contact with real 
estate problems from the account- 
ant S| v1 sig ga 

I} — r was presented by Mr, 
Goodman at a technical mee ting of 
the Soci ty held on May 2, 1949, at 

he Engineering Societies’ Building, 
under the a s of the Committee 
on Rea state Accounting. 








Gor IDMAN, CPA: 


Audit of Policies 


wuld be an integral part of 
estate audit and should in- 





clude a detailed schedule of insurance 
policies according to types of insurance, 
1e., fire, tornado and wind_ storm, 


imirlee 
rinKier, 





rent, lial ility, elevator liabil- 
ity, compensation, water dam- 
age, holdup, , messenger, plate 


boiler, 
burglary 


glass, fidelity bonds on employees and 
gents, and all other types of insurance 
ae The schedule should include 
the following data: 
ol p licy 
vany and policy number 





Kind of coverage 
of coverage 


Yr expiration da 





Premium—(and if premium is based on a 
contingent figure, such as payroll, indi- 
cate basis. 

Prepaid insurance premiums 

Book value of property 


\ssessed value of property 


The 
above 


connection 


mentioned 
carried in 


insurance 
those ordinarily 
with real estate. It is, in my 
idea to list these com- 
mon types of insurance in the schedule, 
even if there is no coverage thereunder 
In many instances of them may 
not be required, but this procedure will 
assist in the discovery of an oversight. 

Several insurance companies have 
prepared tables showing pro rata per- 
centage of earned premiums for every 
day of the year. The same chart also 
indicates the 365 days of the year con- 
secutively numbe red so that in figuring 
unexpired time, a glance at the table 
will give the exact number of days 
elapsed or unexpired. Using the num- 
ber of days thus obtained and multiply- 
ing by the decimal next to that num- 
ber on the table, will give the figure or 
prepaid insurance. In the event that a 
short-rate calculation is required, there 
is a similar table available, or the table 
on the back of the insurance policy may 
be used. 


types of 
are 


opinion, a good 


some 
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In gathering data on insurance it is 
not unusual for the auditor to find re- 
cent renewals or new policies of insur- 
ance in force, for which the premiums 
have not been paid. In this case the 
usual custom in setting up the prepaid 
insurance is to add the value of the un- 
expired portions of these premiums in 
the prepaid insurance amounts and 
carry the hability for the premiums in 
accounts payable. 

Compensation insurance and some 
forms of liability insurance policies are 
written on the basis where premiums 
are figured on salaries or wages paid. 
For these policies the insurance com- 
panies usually require a deposit pre- 
iter the expiration of the 
period (usually a year), the companies 
audit the payroll and determine the 
amount of earned premium. The usual 
accounting procedure is to carry the 
deposit premium in the prepaid insur- 
ance account, and to reflect the entire 
premium earned to the date of the 
statement in the accrued expenses or 
accounts payable. 





Adequacy of Insurance Coverage 


Surely, it is not within the account- 
ant’s scope to appraise the value of 
property; but, through his report, the 


{ 


accountant may effectively bring to the 
attention of the owners or management 
the amounts and types of insurance 
coverage in effect. As a result, the 
owners may thereby more intelligently 
determine the adequacy of their insur- 
ance coverage. 

It has been the experience of the 
writer that many owners become very 
hazy about the amounts and extent of 
coverage, and the periodic audit by the 
accountant often acts as an occasion for 
a necessary review of the situation. 

In this connection, there are several 
matters which the auditors must ob- 
serve during their audit and tabulate 
on their working papers and_ final 
schedule. One of these is that there is 
insurance coverage for all risks in- 
tended to be insured. It is important 
that the book value of the asset insured 
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should be indicated on the schedule 
along with the amount of insurance 
coverage. The assessed valuation may 
also be a guiding factor in arriving at 
the value of the property insured. Co- 
insurance clauses should be examined 
and noted because, if the insurance car- 
ried is below 80% (or 90% depending 
on the co-insurance clause) of the pres- 
ent sound value of the insured prop- 
erty, the recovery, in event of a loss, 
may be reduced materially. 

It may be noted incidentally that by 
careful examination of insurance poli- 
cies, the auditor frequently obtains in- 
formation about changes in property 
values, changes in title to properties, as 
well as the existence of liens and mort- 
gages against properties. 

In considering coverage, the follow- 
ing are some of the questions that an 
auditor may ask in his efforts to dis- 
close inadequate coverage: 

1—Have fire insurance coverages 
for buildings, furniture and equipment, 
stc., been increased to cover increased 
costs of replacement, due to higher 
prices of construction, labor, material, 
etc? 

2—Are commercial and industrial 
tenants required to furnish liability in- 
surance for risks to the owners, and 
have these requirements been met by 
paid policies now in effect, which have 
been deposited with the owners? The 
auditor would do well to inspect such 
policies. ‘s 

3—Are leases being written requir- 
ing tenants to pay the increase in fire 
insurance rates brought about by con- 
ditions of their tenancy? 


4—Are any of the employees of the 
owner using their automobiles to visit 
the properties or for other business of 
the owner, and does the owner have 
liability insurance to cover contingen- 
cies that may arise through such use 
of these automobiles ? 

5—Does the owner maintain a policy 
of requiring contractors to deposit with 
him certificates of liability and/or com- 
pensation insurance covering him in 
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connection with any contract work 
done on his properties? 

6—In the case of properties sold, 
where are balances receivable on 
mortgage or otherwise, have the sellers 
received paid fire insurance policies in 


g to cover adequately their 


there 


good standi1 
interest in property ? 

7—In cases where the same client 
has various corporations owning differ- 
are employees shifted 
from property to property’ If so, are 
the payroll records so kept as to reflect 
the shifts, 
erly covered in event of en] 
injury on premises other than the one 


they are permanently at- 


ent properties, 


and are the employees prop- 
f employment 


to which 


tached? This contingency may occur 
where superintendents of different 
buildings under related ownership re- 


lieve one another on off days or assist 


in occasional emergency repairs 


Verification of Status of Policies 


Several account have told me 
that they have never had an occasion 
where they deemed it necessary to com- 
municate with companies regarding the 


status of policies under audit and that 


L1ts 


it is not regular procedure to verify 
insurance by correspondence. The 


writer admits that the usual procedure 
is to examine the policy of insurance. 

However, in the case of most income 
real estate, the owner of property usu- 
ally property subject to 
mortgage. In s event the originals 
of many of the policies are sent to the 
mortgagees, and the owner gets a cer- 
tificate or of the policy. The 


policy may have been modified or can- 


owns such 
thi 


11 
il 


“OT 
copy 
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celled after its issuance, yet the original 
or copies may still be in the owner’s 
insurance files. It is therefore sug- 
gested that if there is any doubt as to 
the status of a policy, it may be verified 
by correspondence with the insurance 
company or the mortgagee. In making 
the request, include all known endorse- 
ments or modifications to the date of 
audit. In auditing the insurance pay- 
ments, the policies, and the insurance 
register, the accountant should observe 
whether the client has obtained proper 
credit for any insurance reduction or 
cancellation or for any indicated rate 
reduction. 





Cooperation With Brokers 


In many instances, the broker who 
is servicing the account may be able to 
give the accountant valuable assistance 
in connection with the insurance audit. 
While you may find some initial re- 
sistance because of the work involved, 
the intelligent broker will usually real- 
ize that an audit can help him mate- 
rially in better servicing his account 
and may give him more business. After 
realizing this, the broker will go all out 
to cooperate with the auditor. 

Most clients carry an insurance 
register which includes headline data 
regarding all insurance policies. This 
register should be used by the auditor 
as a further check on his work. 

While the information covered here- 
in is necessarily sketchy and incom- 
plete, it may help to clarify some of 
the questions pertaining to the nature 
and extent of the audit of insurance in 
connection with real estate clients. 
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Conducting a Small Practice Efficiently 


By BENJAMIN GREENBERG, C.P.A. 


7 conduct of a small practice pre- 
sents many complex problems. The 
practitioner is required to be a “jack 
of all trades”. He must service the 
clients and supervise the staff. He must 
do his own reading and research on 
accounting, business and tax topics. 
He must keep abreast of developments 
fession, in business generally, 
industries in which his cli- 
ents are engaged. He must prepare the 
e sessions with in- 

ue agents and their su- 

le must select, train, assign, 
‘ise his staff, and keep them 
the association. He must 





: 1 
In the pri 


and in the 


n: ore and atte 
pape and 


ternal 











perform many other technical and ad- 
ministrative duties. He must maintain 
mental stability during the constant 
shifts from one matter to another in 
the cou if a day’s activity, with 
plenty of unexpected interruptions. 
Despite best of planning, he rarely 


completes the work he scheduled for 
He cannot afford the luxu- 
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Statewide Activities. He was for- 
merly a Director of the Society. 

Mr. Greenberg is also a member 
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countants’ Practice. 











1949 


ries of extended vacations or prolonged 
illness. 

Can he, under these conditions, oper- 
ate efficiently ? 

3efore we seek the answer, it is im- 
portam to agree on terms. For this 
presentation I define a small practi- 
tioner as one with a partner or prac- 
ticing on his own account, and a staff 
of not more than ten technical and ad- 
ministrative employees. 

“Efficiently” has different meanings 
to different people. Some measure it 
by the percentage or amount of net in- 
come; others by the number of satisfied 
and enthusiastic clients; others by the 
time available for golf and relaxation; 
others by the wear and tear on the 
nervous system; and, finally, another 
test is the frequency of complaints of 
neglect by the spouse. You may choose 
your own yardstick. 

To achieve efficiency in professional 
practice, one must engage in a continu- 
ous process of self-examination some- 
what akin to a survey of internal con- 
trol. Hereinafter, I shall outline some 
features of such an examination. 


Administrative Matters 

Office space—Is the office centrally 
cated in relation to the clients or does 
ie practitioner lose many hours in 
wasted travel? Solution of this prob- 
lem is difficult in large cities because 
even small practitioners serve a widely 
scattered clientele. However, it merits 
consideration. What steps are taken 
to avoid travel by conducting confer- 
ences with clients, tax examiners and 
others at the accountant’s office? Al- 
though this may involve an educational 
process, there are many advantages, 
besides the saving of time, to warrant 
the effort. 

Are the offices presentable? This 
does not imply that they must be pre- 
tentious or expensive in size or fit- 
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ngs. S thoose to test the Certified Public Accountant for some 
comforts of their offices by excellent papers on filing methods, de- 
comparis se of the clients struction of work papers, and other of- 
the serve, fice practices 


i ee " : Efficiency will not be achieved if it 
Office facilities—Many small practi- js Jimited to the practices and conduct 











tioners maintain their own offices, of the practitioner alone. Ea Prison 
thers share space and facilities. Those must also play a vital part. Itt ‘fore 
‘ pooled offices should endeavor to follows that the small practitioner “must 
btain the maximum benefits from this give most careful consideration to the 
tvp f a remen Moneta econ selection, training, and direction of 
my should not be the criterion. The personnel, whether they be administra- 
aim should be quality of facilities and tive or technical. | 
ervices to the same degree as would 
b hieved if the group constituted ‘ative Staff—First, I dis- 
, \moneg the facilities cus- strative personnel such as 
t irily hared are ffice pers nnel, stenographers, typists, mes- | 
telephone services, tax services, pur- sengers, and the like. Don't under- 
chases of stationery and supplies, etc. Tate their importance in building an 
How many participating in this type efficient organization. Bear in mind 
of a ciation have shared the talents that the practitioner must, ol necessity, 
the group? Do they hold periodic give most of his time to his clients, 
meetings of top men to discuss tech- leaving only a negligible amount of 
ul | administrative problems? Do time fot inistrative tters. Yet 
thev endeavor to operate as one firm, there cannot ifice or neglect of 
short of disclosure of the confidences internal quality and efficiency to meet 
heir respective clients ? his conveniences. 
Are the working quarters adequate Selection should be — on com- 
the administrative and technical petence not on compensation. An effi- 
nersonnel? How about ventilat and cient secretary, preferably one with a 
sht? Do vou consider the comforts liking for accounting, can contribute 
the etait? Failure to do so may reflec surably to the ment al stability to 
itself in the quality or quantity of their reference was made earlier. Just 





j ‘ he princin:z 1 “Over sverc 
production. Do you ei ive the necessary 8 the principal must cover a diversi- 
‘ A a ‘ fe arac ctivituv < 9+ + . 2 ie 
office equipment? How many visit the 1 area of activity so with the ad 





aint ess Show and the show- ‘Miunistrative staff. They must possess 
rooms o nment manufacturers for the “know haw’ to cover & variety of 
sdeas for themselves and their clients? tasks and shift rapidly trom one to 


another without adverse effect on the 
quality or quantity of their work. 
Filing methods—Do you have a plan Responsibility for the office should 
of filing, or does the plan depend on the be placed in the hands of a competent 
whim or fancy of the person assigned — secretary. Weekly meetings should be 


‘| h | visits pa \ di V1 idet1 ids. 








1 +1, + atk! oO : oe — 7c 
to the task at the ti Do you per- held with the secretary for the dispo- 
iy emarcour et Pad + that tl} o.e ° 1 ee: He > 
sonally review the files to see that the — sition of accumulated details. It is pos- 
plan is being carried out? Or do yo sible for the principal to concentrate 
go through hours of agony, and often most of the administrative business into 
embarrassment, in frantic search of these weekly sessicns so as to avoid 


certain papers? Do you have a well- day-by-day attention by him to these 
idered plan for the segregation of details. Once weekly meetings have 
n-current files and for the destruc- been established, these meetings should 





papers no longer needed? May be held and not adjourned because of 
suggest that those erested refer to Seemingly pressing engagements 


ypical index to The New York Office Records—Office records should 
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be kept to a minimum. At the very 


least there should | 
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engagement. 
ye a control of ac- 
and 


[In the computation of 
rates of costs an important item often 








counting and tax engagements 


their completion. For an accounting 


suggest a card 


receiving accounting 


engagement control, I] 
‘+h client 


lor eac cient 


services. It should show the name of 
the client: the hookleener’s name. th 
tne cent, the yooK Keeper s Name, the 
tvpe of si rvice, the frequency of ser- 
é ete ters 

vice, the fiscal closing date, the num- 
ber of reports, and the disposition of 


“se side of the 


=< 


the reports. Che 

| vuld period covered 
1e date of 
That is the 
ion of the accounting 
control may also be 
with a card for each 
entity or person for which returns are 
| reviewed. The cards should 
indicate the accounting period of the 
taxpayer, the tax pre- 
pared or reviewed, the due date of each 
return, and the [ 
each return. Obviously, there 
methods of accomplishing the 
One method is as good 


viding there is control 


FCC= 


prepared or 
returns to be 


e 1 
date of release of 


are 
are 


same resuits 


as another, pr 


of the work to be done and its comple- 
tion. For instance, some practitioners 


the 


an accounting or 


record of 
stages of 


preter a 


different 


tax engagement. 


Time and Cost’ Records—Accurate 
records of time and expenses on each 
engagement should be maintained. The 
accumulation of time and expenses by 
clients is a function which can be dele- 

ry. Methods of 


accumu- 


Vous a4 
cOmpietion at 





+1, = te 
gated to. the secre 


assembling 





“4 some 
1 


be 4 


late time attributable to each client ac- 
cording to staff members; others ac- 


cumulate total staff time without segre- 
gation as to grades and salary ranges. 
Others translate time into cost based 
either f pay of 
the particular members involved 
t age salary rate 
of the enti a a salary plus 
overhead rate. Accurate time records 
should, of course, include the time of 
the principal and of members of the 
internal staff directly chargeable to the 
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overlooked is the non-productive time 
of the staff members. 

Billings and Collections—Under pres- 
ent business conditions, unintelligent 
handling of billings can have serious 
repercussions. “What the traffic will 
bear” is a philosophy which should be 
discarded with the other relics of war- 
time practice. Billings should reflect 
the respect of the practitioner for him- 
self and his profession. They should 
take into account the costs of the en- 
gagement, the nature of the services, 
and the value of the services to the 
client. Although honest differences of 
opinion as to accounting fees are bound 
to exist, experience suggests a frank 
discussion of the billing data with the 
client before submission of the invoice. 
Of course, this procedure need not be 
followed where fees have been fixed 
in advance. 

Collections—Even in lush periods, 
the accountant was generally last on 
the list of creditors. Many accountants 
felt embarrassed to ask for payment of 
their invoices for fear that the client 
would construe the request to be a lack 
of their confidence in the client. Sound 
business practice dictates timely atten- 
tion to billings and collections. In those 
cases where interim work is done dur- 
ing the year it is advisable to bill in 
periodic installments instead of a lump 
sum at the end of the year. The reac- 
tion of the client is often based upon 
the amount which appears on the par- 
ticular bill before him for approval. 

Space limitation does not permit dis- 
cussion of other administrative 
confronting the small practitioner, I 
shall therefore proceed to discuss some 
problems relating to the performance 
of the technical work. 


tasks 


Technical Matters 
Accounting Staffs—Until recently, 
accounting firms were confronted with 
the task of getting the work done and 
of meeting deadlines with inadequate 
and not too competent staffs. Peopie 
1 without regard to tech- 


were employed 
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y. Clients were tolerant 


service and its 
have changed. 
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_s 
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Now 


st be the pri- 


ration. Clients expect and 
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he 





rvices Wi 





ith emphasis 
assistance 
vithin the 
To meet 


1 FB 
selection 





accounta! 





; ; aaegeses 
the technical staff. N 








> ind i nN 
= t a ( ¢ br g 
icants. During tl ir 

r Sa speed ) Ss 
( ef 1 W h to 

the proces = Jif , 
s et ae VieW 
9997 hy ) a lat a a 
ive the patience and 
t lect the one best suited 
s requirements. Among the cri 
select f staff should be 
‘ecord, the personal char 
‘ the professional aptitude 
the grasp of the applicant for nor- 
Yt ss methods and practices. It 
sing how many high ranking 
scar und the theory of 
untin g | it difficult to com- 
1 o business transac- 
accountant devotes 
his time to the performance of 
steps involving patience and con- 
ition. Do vou evaluate the appli- 
s to determine whether they pos- 
rental qualifications essential to 

pe of assignment ? 

ing of staff must be conducted 
in organized fashion, Obviously 
ctitioners cannot engage in 


same processes as the 


lo 


n 


es Il 


SNOW 


rogram. 


trequent 1V 
it have either 


hy 


large prac- 
the practi- 
the patience 
in a 


se practi- 


ntl] 


VW to 


For 


engage 


th 


tioners I have a suggestion. The So- 
ciety might consider a training course 
for staff members of small practition- 
ers, to be conducted on a fee basis. 

Several methods of staff training 
suggest themselves. One is a weekly 
meeting between the principal and the 
staff to discuss matters of common in- 
terest. Items for discussion should orig- 
inate with the practitioner and the 
staff. There is considerable enthusiasm 
among staff members for this type of 
meeting. Another method of staff train- 
ing is the review of every engagement, 

llowed by a meeting with the staff 
member in which his attention is di- 
rect iciencies in form, content, 
and principles, regardless of how minor 
the deficiencies may be. 

General ms with 
non-technical matters office 
‘ules, relationship between the account- 
the client, professional conduct 
nd ethics, attention to duties, etc. 
ler, if vou will, the extent to 
ich the efficiency of your firm would 


aie , 
uld only 





SeSsl deal 


night 


such as 








anced if vou 
yblem of clarity 


De en 
the pr 


ritten 





materia: 
of vour staff. Staff reading of acc 
tax and business literature should 
be encouraged; lil se, staff attend- 

t ‘hnical meetings of the 
iety an ler professional organi- 
zations. Of course, those staff mem- 
bers who have received their certifi- 
cates should be urged to become mem- 
bers and participate in the activities of 
the Society. 

The practitioner should constantly 
emphasize the importance of creative 
work on the part of the staff. It is no 
indication of accounting competence to 
perform an audit of a set of books in 

condition, free from clerical and 
deliberate error. Every staff member 
can and should render more than rou- 
tine service—possibly a system sugges- 
tion, an economy in expenses, a com- 
ment on unusual variations in cost and 
expenses, a short cut in office proce- 
dures—something to make the client 
applaud the alertness and interest of 
he staff man. 


no 
lit, 


1KeEW! 


Soc 


perfect 


the 
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Control of Time—To achieve effi- 
ciency, time of the principal and the 
staff must be properly regulated and 
controlled. Planning a month’s work 
in advance for staff members serves 
many useful purposes. There is less 
waste of time between assignments. 
Clients’ preferences are taken into con- 
sideration. Idle time is employed to the 
best advantage. 

An accountant 
tion for services which could be han- 
dled by the client’s bookkeeping staff. 
There is a tendency on the part of 
small practitioners to be super-book- 
keepers. The trend should be to train 
the client’s staff to do an efficient and 
complete bookkeeping job. After at- 
taining that goal, the bookkeeping staff 
should be trained to prepare a good 
deal cf work-paper material for the 
accountant. 

Staff members should function on 
the basis of a flexible budget. The 
flexibility should be dependent upon 
the condition of the records, activity 
f the business, special problems en- 
countered, and other unanticipated de- 
velopments, 

Planning—tThe principal should plan 
the work. Audit programs require per- 
iodic review and revision based upon the 
current needs and the circumstances 
of the client. The principal should 
point up those phases of the examina- 
tion which are most significant. I have 
never understood the adoption of uni- 
form audit programs for all engage- 
ments. Certainly, the emphasis must 
be placed, for example, on the relative 
importance of the various items ap- 
pearing on the financial statements. 


receives no recogni- 


The place to plan is at the client’s 
office. Brief scrutiny of the records 
and the transactions for the period will 
help in intelligent planning. Planning 
in collaboration with the staff member 
is an excellent means of staff training. 
Supervision and review of progress 
should be done at the client’s office. 
Wholly apart from the benefits to the 
staff, your clients should observe the 
extent to which they are getting the 
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services of the principal. From your 
own point of view, it is amazing as to 
what can be accomplished by intelligent 
planning and preliminary review oi 
the records to be examined. 

Planning involves not only the audit 
steps, but also the form and content of 
work papers and reports. Why not en- 
courage a maximum of thinking and 
a minimum of writing in the prepara- 
tion of work papers? Reference was 
made ‘to clarity of presentation of 
written materials prepared by the staff. 
Prior work papers should be studied 
to eliminate non-essentials and to pro- 
vide for the essentials. Journal entries 
of a recurring nature should be made 
by the bookkeepers, before the engage- 
ment is started. Bookkeepers should be 
discouraged from reliance on the ac- 
countant to locate and correct their er- 
rors. Report content should be planned 
on the basis of the current needs and 
circumstances of the client. Aim to 
make report reading a pleasure. 

Frequency of service necessarily va- 
ries according to the client’s needs and 
wishes. On an interim basis, for ex- 
ample, the client is interested in a re- 
port of his financial progress and the 
accountant’s advice and _ guidance. 
Often the desired results can be 
achieved through an unaudited trial 
balance prepared by the bookkeeping 
staff and submitted to the accountant 
for analysis and presentation. 

Overtime — Overtime, emergencies. 
and pressures should be reduced to a 
minimum. By so doing staff morale is 
enhanced and a better grade of work 
is produced. It can be done. With ade- 
quate staff and intelligent planning, 
overtime, even during the tax period, 
can be entirely eliminated. All it needs 
is the desire and the application of the 
task. 

Standards—The standards of pro- 
fesional service should meet the crite- 
ria prescribed by the American Institute 
of Accountants’ Committees on Ac- 
counting and Auditing Procedure. 
These standards were not intended 
only for large firms in the conduct of 
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of financing, and an unend ing list of 
other areas of consultation and service. 
These are the things eionpee the client 
he things which 
accountant a_ necessity. 
Clients also welcome the availability 


the accountant for participation in ne- 


appreciates, These are t 


make the 


gotiations and conferences with bank- 
ers, credit grantors, lawyers and 


Activities—The small 


practitioner lives a lonesome life in his 
professional associations. The a 
practitioner is surrounded by a bevy of 
experts to whom he can turn for te 


and guidance. T tor this 





g o make up 
handicap, the small practitioner should 
take full advantage of active parti cipa- 
tion in professional asso —— such 
is this Society, the Amert 1 Institute, 


the NACA, fhe other pale pe aig 
he meets other practitioners. He 
s them in action. He has an op- 
portunity to compare notes. Thus, he 
overcomes his isolation. 

By now you have gathered the im- 
pression that it is my opinion that to 
achieve efficiency the emphasis must 
be placed on quality. At least if there 
are no other rewards a will derive 
considerable personal sfaction from 
your accomplishments. The failings of 
the accountant are, in many cases, his 
greatest virtue. His conscientious at- 
tention to the affairs of his clients has 
caused him to neglect his own affairs. 
ld it not be wonderful if he could 
vet a breather of a month or two to 
devote exclusively to put his own house 
to order? 
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By STEPHEN CHaAn, C.P.A 


Committee on 
Accountants’ 
in the Society’s 


HE tunction of the 


Administration of 


Practice is summarized 








l ane ) kt ac er nricit 110 
Year Book as comprising ques- 
tions concerning the administration « 

ntine enoacemente 3 lying the 
accounting € Oo lents IVOlViINg the 
supervision and review of the work of 
staff men by partners and managers in 
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det France 


everywhere the standing hin- 
to human advancement.” 
urpose in holding technical 
and regular meetings is to focus at- 
tention on the problems which may 
arise in your practices. Some of the 
items mentioned may not be of direct 
interest to all hose ~ iding ; hi W- 
you will find at every meeting 
ile pristine: for 


i Pp 


ever, 
several worthw 
the improvement of your procedures. 


The following are illustrative items. 


! fiscal year for 
an accounting firm would seem to be 


April 30, or some month-end between 
that date and October 31, depending 
upon the nature of the practice. Yet, 
many firms still use December 31 and 
thus close their books duri ng their 
busiest season 

In this connection you might also 


firms in- 
in De- 


most 


yNUuses 


consider the fact that 
aries and give bi 
However, since the greatest 
pressure of work comes during br 
ary to April, it seems more logi cal t 
give the material rewards in April 
May rather than in December. 


+ 7 - 
emper. 


Engagement Agreements 

you considered the value, 
pecially for special engagements, of a 
letter —— by the client, summarizing 
the proposed seope of work to be per- 
for ar and the fee arrangement? This 
I may be sent in duplicate, and 
space provided, on the copy to be re- 
turned to you, for the client’s signa- 
ture and approval. 


CLLGr 


New Client Check List 


There are several steps you probably 


perform as a matter of course when a 
new client is obtained. Simple things 
such as recording the name, address 
and ‘phone number in your address 


] ] 


look ; or adding it tax lists. 
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firms have prepared check 
lists to be certain that the first steps 
engagement 

One firm 
8 by 


Some 


ith a new 
inct carried out. 
single “sheet approximately 











+ inches, upon which the following 
a ( recorded opposite the indi- 
ed captions 
client's name, address, and phone 

number. 

I ness organization (corporation, part- 
hip, etc. ) 

Date of fiscal year-end. 

es of officers, bookkeep« fr, <1. 

[ype of business—products handled 
lesale or retail—price range, etc. 
ted companies 

‘quency of audit (monthly, annual, etc.) 

\ i il re irks. 

en follows a list of the various Federal, 
State and City tax returns to which a 
business is subject, with space to check 
hose returns the accounting firm is to 
epare 
the bottom of the sheet is a small tabu- 
tion headed “Date noted in office rec- 
followed by spaces for entering 
he date the foregoing information was 
entered on the accounting firm’s client 
hone list; tax return lists; mailing in- 
t mn list; staff assignment sheet; 
ng book; etc 
\nother { notes on its similar 





nts oe- 


m, each cli Federal Social 


State Unemployment Insurance 





Citv Sales Tax registration num- 
S — these data are readil; 
\\ required 
n 
Le 5 suggestion which may at 
st se the time spent on an en- 
sare but which, in the long run, 
advantages weighing this 
, Irawback. 
The average practitioner, once his 
lits are organized, dislikes to change 
s men or his procedures, and thus 
follows the course of least resistance 
However, even in a two- or three-man 
staff, there are de finite advantages to 
e gained from rotating the men on all 
vagements 
a) Different men bring a new 
viewpoint to the client's problems. 


Slow 


If a man is ill or leaves your 
always another ‘who 
with the work 


(b) 
employ there is 
is nearly as familiar 
to be done 

(c) Constant repetition of certain 
steps by the same man may tend to- 
ward a perfunctory audit. 

(d) The staff man may become 
too familiar with the client or with 
the client’s employees, resulting in a 
conscious or unconscious dulling of 
his independent approach to the va- 
rious problems which arise in con- 
nection with accruals, valuations, 
presentation of results. 


oa 
Or 


Season Activities 

If your firm has slack time during 
the summer months, have you consid- 
ered the advisability of vour typing or 
accounting staff preparing pro-forma 
outlines of lengthier reports and sched- 
ules, inserting ‘the prior year’s compar- 
ative figures aid putting these outlines 
in the respective workpaper folders, so 
that when the next audit is done, val- 

, 


uable time will be saved compiling 


the report and financial statements? 

If you are slow just prior to the 
year-end, perhaps a little busy season 
time can be sian on corporate returns 
by filling in the name and address, the 
prior year’s balance sheet figures, and 
the answers to the questions on page 
3 of form 1120. 


Ty pi ng a und Proof Checking 
Whether your office employs one 
: ten typists, it will save time 
and eliminate confusion if a card rec- 
ord is maintained, by the typing depart- 
ment, for each client. The card should 
indicate the client’s name and mailing 
address, to whose attention reports or 
tax returns should be directed, num- 
ber of copies to be typed, and any other 
information deemed pertinent. 
Comparing and proof-checking the 
typed report with the original pencil 
important task that is usu- 


ns 


copy is an 


ally not allotted the required time or 
talent. The ideal arrangement for the 


larger firm is a permanent employee or 
employees who perform no tasks other 
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than comparing. In the smaller firms 
either juniors are called off their staff 
work every few days or the typists 
check their own work, assisted by a 
junior. 

This task deserves a trained em- 
ployee wherever possible, since the 
more carefully and consistently this 
work is done, the less time the prin- 
cipal will have to spend tieing in 
figures from the report comments to 
the financial statements, rechecking 
percentages, seeing that indicated cor- 
rections were properly made on all 
copies, ete. 


Time and Billing Record 

Since most of us are interested in 
knowing that all work done is billed 
for, I will next discuss a form printed 
on a sheet 11 by 16 inches, which is 
simple to maintain, and which serves 
both as a time record and account re- 
ceivable record. It was first explained 
8 or 9 years ago, and is just as prac- 
tical for the smaller firm as for firms 
employing one hundred or more staff 
men. 

It is assumed that each man, includ- 
ing partners, turns in a weekly time 
sheet, indicating the hours spent for 
each client and a short description of 
the work done. 

The time sheet total hours are posted 
to a control sheet listing the staff in 
alphabetical order down the sheet, with 
columns across the sheet for a number 
of weeks, in which are posted, in total, 
the productive and unassigned hours 
spent each week. This summary sheet 
indicates that all time sheets have been 
received and posted, and acts as a con- 
trol of the total hours posted each 
month to the clients’ ledger sheets. 

For each client served, a sheet is 
maintained, headed with the client’s 
name and address, and which also in- 
dicates the fiscal closing date, the fee, 
the billing basis, the person or entity 
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to whom the bill is to be addressed, and 
other pertinent information. The body 
of this sheet provides (reading from 
left to right) columns for name of 
auditor, month audited or description 
of work done, hours by time sheet 
period (usually weekly or semi- 
monthly), total hours for each month, 
date billed, work billed for, amount of 
bill, date paid and amount paid. A 
space may be provided on the right 
for accumulation of traveling or other 
expenses, remarks as to collection ef- 
forts, or other desirable data. 

After the total productive and non- 
productive hours indicated on each 
time sheet are posted to the summary 
control sheet, the auditor’s name and 
the applicable hours are posted to the 
respective client's sheet. 

At the end of the month, the hours 
spent during that month, are totaled 
and extended on each client’s sheet and 
an adding machine total thereof is 
compared with the sum indicated on 
the control sheet. These totals should 
be in agreement. 

Once or twice a month each client’s 
sheét is scanned and a list of bills is 
prepared. It is simple to see at a 
glance which work has not been billed 
and which prior bills have not vet 
been paid. 

For the smaller firm, this basic rec- 
ord, therefore, insures that all work 
done will be billed, affords a simple 
accounts receivable record, and offers a 
rapid comparison of time spent and fee 
charged. 

Using weekly time sheets for a staff 
of ten men, little more than one hour 
per week is required to post all the 
time information to the control and 
clients’ sheets; a staff of fifty men ne- 
cessitates one day’s posting time per 
week. Once a month the control can 
be balanced in one-half to one day, de- 
pending upon the number of active 
clients. 
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Real Estate Subsidiaries—Sec. 211.4 
If a business corporation owns sub- 
stock of a real estate 
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It is with great pride and pleasure, therefore 
announce to our readers the fact that the New York State 
f Merit certificate 
Marketing for an outstanding series of 
*s among the Class, Institution: ul and Professional papers. We add our per- 


Tax Clinic is 


in the Eleventh Annual Editorial 


Harrow for a job well done. 


The Editor and Editorial Board 


This provision applies also if the 
business corporation ott the real 
estate company directly or indirectly, 
and it also applies if the stock of the 
business corporation and stock of the 
real estate company are owned or con- 
trolled by the same interests directly 
or indirectly. 

Prior to a 1948 change in the law, 
the business corporation and the real 
estate company could be required under 
these circumstances to make a com- 
bined report, but the real estate com- 
pany did not thereby lose its classifica- 
tion as a corporation taxable under 
Section 182. The effect of the 1948 
amendment is automatically to cancel 
the exemption of the real estate com- 
pany from taxation under Article 9-A 
and to subject it to tax as a business 
corpor Upon such change in clas- 
sification the real estate corporation be- 


ation. 


comes subject to the 2% tax on its 
surplus. 

An interesting situation has been 
submitted to this editor under the fore- 


Delaware corpora- 
1 estate 
company and all the an oper- 
iting company. The holding company 
does not do any business in New York 


going provision. 
, si Gree 
tion owns all the stock of a rea 


»] 1 1 eC 
lt stock OL 
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New York 
and is not subject to tax in New York. 
The real estate company is taxable in 
New York under Sec. 182 and the 
operating company is taxable under 
Article 9-A. Suppose the operating 
company uses and occupies the prop- 
erty of the real estate company. Does 
the real estate company lose its classifi- 
cation in accordance with Section 
211.4? 

Probably the intention of the provi- 
sion was to make it applicable to a 
situation of this type since the same 
interests do own or control directly or 
indirectly all three corporations, even 
though a literal reading of the provi- 
sion would appe: ir not to make it ap- 


plicable to the two subsidiary com- 
sami The provision speaks of a tax- 
payer owning or c uieieg a real 


estate company and, also, using or oc- 
cupying the property of the real estate 
company. In this case the holding com- 
pany is not a taxpayer and it does not 
directly occupy the property of the real 
estate company. It would be stretching 
the literal meaning of this section to 
make it apply to a holding company. 
It is uncertain whether the courts 
would be willing to ignore the corpo- 
rate entity of a holding company in 
order to bring the two subsidiary com- 
panies within § the provisions of this sec- 
tion. The latter in using the term ‘tax- 
payer’ pa not refer to one subsidiary 
using the property of another sub- 
sidiary. 

Partnership Dissolution — When a 
partnership dissolves and distributes its 
assets to the ag hang , do the latter 
realize a gain or loss at t the time of dis- 
tribution? The tions treat such 
a distribution as a sale or exchange. 
The eres has exchanged the ‘basic 
value’ of his interest for the assets re- 
ceived in dis iesiiastion, The regulations 
say that the 
include the 


1 


Raat 


basic value of his interest 


11 + > hare 
shall amount of his share 





in any undis -d partnership in- 
come on which the income tax has been 
paid. It nok of course include also 
the partner’s capital contributions. | 
The receipt of property in an ex- 


State 


Tax Clinic 


change usually results in a completed 
transaction and gain or loss would be 


measured by the fair market value cf 
the property received and the basic 
value (usually cost) of the property 


given in exchange. In the case of a 
distribution by a partnership the law 
and regulations provide an exception 
to the regular rule applicable to ex- 
changes. 

“If the partnership distributes its assets 
in kind and not in cash, the partner realizes 
no gain or loss until he disposes of the 
property received on distribution.” (Art. 
493-b). 

If cash is distributed in excess of the 
partner's capital interest (basic value) 
the resulting gain is a capital gain. It 
would appear that upon the later dis- 
position of the property received in dis- 
tribution the resulting gain remains a 
capital gain. Only the time of realiza- 
tion for tax purposes is affected by 
the foregoing provision relating to as- 
sets rec eived in kind. 

That the recovery ,of a_partner’s 
capital interest thr rough a distribution 
of the partnership assets in kind is a 
capital transaction is evident from an- 
other provision in the law and regula- 
tions (Sec. 353.9 and Art. 491l-e). The 
partner’s interest in the partnership is 
allocated to the assets distributed in 
kind and such new allocated basis be- 
comes the basis for determining gain or 
loss when each separate asset is dis- 
posed of. As the law puts it, 

“If property was distributed in kind to 
any partner, the basis in the hands of such 
partner shall be such part of the basis of his 
partnership interest as is properly allocable 
to such property.” 

Neither the law nor the regulations 
state how such allocation is pocpeary 
to be made. However a similar pro- 
vision under the I.R.C. prescribes a 
proper method. The partner’s interest 
is allocated to the assets distributed in 
kind in the ratio of the fair market 
value of each asset to the total fair mar- 
ket value of all the assets. Presumably 
the State would follow this procedure. 
Suppose f assets received 


one of the 
in distribution is merchandise. Would 
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the disposition of the merchandise by 
the partner result in a capital gain. It 
is our opinion that the disposition of 
all assets received in kind by a partner 
results in a recovery of the partner’s 
capital interest and hence is a capital 
gain. To the partnership the merchan- 
dise was not a capital asset. When the 
merchandise was distributed to the 
partners, it became a capital asset to 
them. It then represented the partner’s 
capital interest. 

Nature of a Partner's Interest—Ac- 
cording to Section 52 of the New York 
Partnership Law, a partner’s interest 
in the partnership is his share of the 
profits and surplus. The partnership is 
not generally a separate entity, al- 
though for many purposes it is treated 
as if it were an entity. The assets of 
a firm are not owned by the partners, 
although under the common law part- 
ners would have joint ownership of 
firm assets. Individual partners may 
not take firm assets as long as the part- 
nership remains in business. Such as- 
sets must be held by the firm for firm 
creditors. Likewise individual credi- 
tors of a partner have no claim against 
the partnership assets. The individual 
partner shares only in the profits pro- 
duced by the firm assets and in any sur- 
plus when the partnership winds up its 
business. 

If, upon dissolution, assets are dis- 
tributed in kind to the partners, the 
latter then for the first time acquire a 
direct interest in those assets. If a 
partnership consisting of two partners 
dissolves and distributes merchandise 
to the partners and, thereafter, one 
partner acting for both takes the mer- 
chandise, for the purpose of reducing 
the asset to cash, each individual has a 
direct joint ownership in the merchan- 
dise, something each individual did not 
have when the merchandise was held 
by the partnership. 

In tax situations the dissolution of a 
partnership may raise the question as 
to whether there has actually been a 





1262 N. Y. 202; 236 App. Div. 751. 
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distribution in kind. This is particu- 
larly true where one partner takes pos- 
session of the distributed assets for the 
purpose of disposing of them for both 
partners. The change of interest of 
partners from an interest in the profits 
and surplus of a partnership to a direct 
joint ownership interest in specific as- 
sets of the partnership is, in our opin- 
ion, a legal equivalent for a physical 
distribution in kind. 


Real Estate Corporations—A real 
estate corporation dissolves and dis- 
tributes its assets to the stockholders. 
Under Sec. 182.2 the corporation be- 
comes subject to a 2% tax on the actual 
net worth in excess of its actual paid- 
in capital. Paid-in surplus is treated as 
capital. At the time of liquidation an 
appreciation in the value of real estate 
is considered as surplus and subject to 
the 2% tax on net worth in excess of 
paid-in capital. The propriety of this 
treatment was definitely established in 
the IVedgewood Realty Co. case.! 

How is the actual value of the real 
estate distributed to be determined? 
Book values do not necessarily repre- 
sent actual values. The Tax Commis- 
sion in determining the value of real 
estate will give consideration to the 
assessed value as one of the factors 
that may have a bearing on actual 
values. Suppose a corporation believes 
that the assessed value is too high and 
submits an expert appraisal of the 
actual value as that term is understood 
in the real estate market. Such an ap- 
praisal should be given much weight. 
That is one method available to the cor- 
poration to establish the fact that the 
assessed value is not the actual value. 
The Tax Commission will undoubtedly 
give an appraised value due considera- 
tion. 


Real Estate Corporation—2% Tax 
on Dividends—A real estate corpora- 
tion is required to pay an additional 
tax of 2% on dividends paid during 
the preceding year. Interest paid on 


July 
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indebtedne ess to a stockholder is treated 
as a divi idend under this section. How- 
ever only ninety percent of such inter- 
est is trea rete as a dividend. Further- 
more, the indebtex Iness must t have been 
created in the acquisition of assets and 


the stockholdérs must own in excess of 
5% of the issued capital stock. $1,000 





of such interest is not taxeda To pre- 
vent avoidance of the tax, interest paid 
on indebtedness directly or indirectly 
owned to a stockholder is included in 
under a 1949 amendment 
this includes interest paid 
corporate sharehold- 
1embers of the immedi- 
shareholder 
effective fo 
after 


the base and 


ries of 
ers as well as n 
family of an individual 
umendment is 


taxable vears beginning on or 








January 1949. This provision 
reaches all obligations the proceeds of 
which |} been used to acquire cor- 
porate assets. The statute mentions 
specifically debenture bonds, certifi- 
cates eneficial interest, certificates 
of indebtedness, promissory notes, or 
other indebtedness. 


Franchise Tax—Allocation of Busi- 
-If a corporation has a 
place of business without the 
use the property factor as 
a basis of allocating its income. To 
allocate under the receipts factor the 
corporation would have to have a per- 


ness Income 
regular 


State 1t may 





manent ontinuous place of busi- 
ness without the state. 
The property tactor 1s the ratio of 
: 


value of real and tangible 
within the state to 
the average value of all real and tangi- 
ble personal property within and with- 
out the state. Until a recent change in 
only real property owned by a 


the average 
personal property 


the law 


corporat was considered real prop- 
erty for allocation purposes. Chapter 
848 of the Laws of 1949 added sub- 
division 10 to Sec. 210 and now pro- 


vides that property rented to a corpo- 
ration as well as property ow ned shall 
be considered as real property for al- 
ition purposes. This addition to 
he] law became effective April 27, 1949, 


applicable to reports for years 





r periods beginning July 31, 1948. 

The Commission will undoubtedly 
issue a regulation to cover the method 
of determining the value of real prop- 
erty rented to a corporation. The law 
did not make any provision for deter- 
mining such value. Many interesting 
problems of valuation suggest them- 
selves and these will be considered in 
future issues of the New York State 
Tax Clinic. 


Combined Reports under Article 
9-A—Under the New York law two 
corporations may be required to file a 
consolidated (combined) report or the 
[ax Commission, in its discretion, may 
permit the filing of a combined report 
upon the request of the taxpayers. 
Two corporations may not file a com- 
bined report as of right. 

A combined report will not be per- 
mitted unless one corporation owns or 
controls, directly or indirectly, sub- 
stantially all the capital stock of one or 
more other corporations. “Substan- 
tially all” means the beneficial owner- 
ship or control of 95% or more of the 
issued and outstanding voting capital 
stock. A combined report may also be 
permitted where substantially all the 
capital stock of two or more corpora- 
tions are owned or controlled directly 
or indirectly by the same interests. 

After the stock ownership or control 
test has been met the Tax Commission 
then considers various other factors. 
First, are the corporations engaged 
the same or related lines of business? 
Second, are the corporations in sub- 
stance merely departments of a unitary 
business conducted by the entire 
group? Third, are the products of one 
corporation sold to or used by any of 
the other corporations? Fourth, do any 
of the corporations in the affiliated 
group perform services for or lend 
money to or otherwise finance or assist 
in the operations of any of the other 
corporations? Fifth, are there any 
other substantial intercompany trans- 
actions among the constituent corpo- 
rations? 

A foreign corporation not doing 


447 
























































se Mus He may inventor} 
S n l it iT ciose [I Tile 
1 5 ] ‘ 
5 Dp S is < 
r\ 1€. 
: ; ‘ . ee ee 
t ¢ VA \ \ \ ivi € spe 
st 1s re engage 
LS ss I ~ S Il 1 tne sa 
T ~ = 1 TIES ? ) ¢ 
, 1 
S st are su t the 
1s ss tax A Ss 
SS as a L ) le eNXTel 
S ss sin W 
1 
tL spe 5 1e 
5 = Ss l Sa spe 
St ) S \ r nvestimen 
ses he 1s se class 1 as; 
T + 
| . l s S ga 
1 ee 
SSeS ¢ 1 1 1 n ~ 
Ss L Al Ya 
‘ ‘ 
\ spe S pu Sé ct 
ain in 
~ T TO ID 
5 Cd r 1 5 
E =e evitie 
ry] 
¢ ¢ rlow 
tual | tice 
“mad a ed 













capital assets. 
As a practical matter the taxpayer 
juired to submit satisfac- 
1e exact purchases 
lely for the purpose 
an orderly market. This: 
e particular shares and 
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in- 
clude Article 9 which, in turn, includes 
the franchise tax on real estate com- 
panies. 


and Chapter 60 would, of course, 


If real estate companies are not tax- 
able on the basis of net income, what 
is the relevancy of the words, ‘on 
which interest is not claimed and de- 
ducted by the subsidiary for purposes 
of taxation” in the case of a real es- 
tate subsidiary? Would such interest 
in the hands of the parent company 
automatically be eliminated from its en- 
tire net income when received from a 
real estate corporation? 

‘he two percent tax on dividends 
paid during the year makes the deduc- 
tion of interest relevant in the deter- 
mination of liabilities as subsidiary ca- 
pital. If the subsidiary company takes 
a deduction for interest paid in deter- 
mining income it thereby re- 
duces its surplus and hence the amount 
available for the distribution of divi- 
dends. To that extent it has received 
a potential tax advantage under the 
Tax Law. In such a case the Tax 
Commission would probably consider 
the liabilities of the subsidiary as | 
ness capital and not subsidiary capital 

ith the result that the interest income 


W 
would be taxed under the entire net in- 


Oo! 


its net 


) 
1 
i 


11S1- 
JUS] 


come basis as business income. For 
such interest income to be exempt as 
subsidiary income the real estate com- 


pany must in some way indicate that 
claiming the interest as a 
deduction. How this can be done is a 
enidtas The tax retur For 10 
problem. he tax return (rorm 42 
C.T.) does not require a statement of 
income and deductions. It does ho 
ever require the submission of a 
sheet. If the interest is 
claimed as a deduction, the effect is to 
s and the earned 
surplus and perhaps that item on the 
alanc 1 A pete - ~+ +] meres +? 
valance sheet can reflect the increase in 
us by reason of the fact that inter- 
est is not being claimed as a deduc- 


tion. 


It 1s not 


ance 


gross asset 


Increase 1tS g! 


1 


subsidiary company is a 
it doing any busi- 


ness in New York it is not subject to 
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tax in New York and hence is not re- 
quired to file a franchise tax return. 
Under such circumstances the parent 
corporation could treat the indebted- 
ness as subsidiary capital since the real 
estate company complies literally with 
the statute. It has not claimed and de- 
ducted the interest paid for purposes 
of taxation under the Tax Law. 

The preceding comments were writ- 
ten before the 1949 legislature amended 
section 208.4 (Ch. 848, Laws of 1949 
effective April 27, 1949). This sec- 
tion now provides that subsidiary capi- 
tal includes any indebtedness from sub- 


sidiaries on which interest is not 


claimed and deducted for purposes of 
taxation under Articles 9-A, 9-B, or 
9-C. Presumably if interest is de- 
ducted for purposes of taxation under 
Article 9 the indebtedness may qualify 
as subsidiary capital. It is our under- 
standing that the amendment to Sec. 
208.4 was made for purposes of clari- 
fication inasmuch as it was not the in- 
tention of the original statute to dis- 
qualify indebtedness of an Article 9 
company to an Article 9-A company 
from its proper classification as sub- 
sidiary capital because of the peculiar 
provision with respect to the interest 
deduction. 


AN ADIRONDACK VIEW 


True or False. Well, 
slaved all the rest of the year to get. 
get out of the 

otice that which is true or 
an eyeful of false things yo 

False teeth, lots of them; 
called he aring aids 
small, at 
two ach hidden heels for 
all. Wigs, 
burns and full 
What a list! What 


just pinch your coat’s left 


false 
u will discover. 
false eyes, 


switches, and hair 
Lipstick, rouge, 


toupees, 


beards. 


you are using to make you have those big, 


It’s human nature, I guess, and | 
Padded i 
bald spots. Folks g 
So you barely 
ion, and recre: ition. 
of you 


sheets. 
get a good vacation, 
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here come those good old vacation days, 
While you are taking it—the vacation—you may 
city crowds enough so you can look over individual human beings 
about each—with an auditor’s gimlet eye. 
But don’t get caught doing it! 
better known as glasses; 
- but let’s commence at the foot and work up. Shoes too big or too 
-ch suppor ts, four inch visible heels for women to make them tall and stately, 
men to prevent them from being little guys. 
dyes. 
powder, 
won't a woman do to improve appearances? Yes, my dear man, 
shoulder with your right hand and see how much padding 
strong, broad shoulders. 
verhaps it carries over into business and balance 
ventories, stre Pes Bi taxable profits, expense accounts to cover the 
et a lot of practice in making things look like what they are not. 
with rest, 
There is a lot of auditing that has to be done, and it is all ahead 
And, by the way, don’t forget to clean your own false eyes at least twice per day. 


that you have 


and 
And what 


false ears, politely 
Corsets for 


mustachios, Van Dykes, side 
and attachable eyelashes. 


Gc yatees, 
perfume, 


refreshment, rejuvena- 


relaxation, 


LeonArD HouGuHtTon, C.P.A. 
Of the Adirondack “Chapter” 
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iducte by 


Staff appoint 


Anthon H. 


le nits 
lund has been appointed 
Division of Trading 
and Exchanges, and Sherry T. 
\dam has been named Associat 
tor. Mr. Lund, who has 


S.E.C. since its organization, 


peen 

“heat 
has held 
and executive positions in 


| 
» operating divisions. He 
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operating utility companies 


audit procedures 


Possibly, as one result of the Dray 


Hanson case, reported last) month, 
SFE. ippears to be directing consi 
ible effort toward testing accoun 
ants’ opinions which r t the omis- 
sion of auditing proc s generally 
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mal (usually con- 
receivables or the taking 
of physical inventori ies) and the substi- 
tution nae for of alternative auditing 
In most cases, such opin- 
phrase “but we have 
means of 


e 1 
considered to be ni 


firmation = 


procedures. 
inte? 
ions include the 


Pe . lay , 1 BS 
satisfied ourselves by ther 


auditing procedures.’ Usual policy, if 
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tl itant does not take an excep- 
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3 is to 1 t\« wens 
10n, seems to be To request (i) a state- 
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to why it Was impractica ne TO 
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berate ts’ Committee .on 
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iting Procedure, par 
12, 18 and 19, di 
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eraily the problem of omission of usua 





s 
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procedures which in the circumstances 
are not reasonable or are not ] 
iscuss very briefly the general na- 
f possil ile 

at ap pe 
*h circumstances is that there 


> alternative proce 
1 


irs to be most important in 


Si1¢ were 
dentifiable additional procedures em- 
] f the i ticabilit 


i because of the impracti ¥ 
of, for example, confirming receivables. 
It does net seem sufficient merely to 
expand the coverage 

would have to be nde even 
confirmation procedures were used. In- 
stead, the procedures must be clearly 
additional, reasonably designed to aid 
in demonstrating the authenticity of 
the accounts involved and to test the 
adequacy and accuracy of the debtors 
internal accounting for such accounts. 
It appears quite clearly that the ac- 
countant must assume considet 
sponsibility for such departures and 
if anything, have to be even more 
than normally careful that the best 
available substitute lures are 
used and carried out in a professional 
manner. 
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Recent speed hes 

Earle C. King has given two ad- 
dresses we know about that have not 
previously been reported. On May 10, 
1949, in an appearance before the 
Graduate School of Business Adminis- 
tration of New York University, he 
discussed trends in reports to stock- 
holders citing with approval recent im- 
provements in reserve practices and re- 
ferring to developments of the last 25 
years as “the metamorphosis of finan- 
cial reporting.” He also gave consider- 
able attention to the possibility of de- 
velo ping some form of statement of 
application of funds that might receive 
general acceptance and support and 
it } added to present 
requirements. Heretofore, he 
said, difficulties in securing agreement 
design and terminology have 


etracted from its utility. 





possibly be 


he other address, delivered before 

the Georgia Society last November 

was entitled “What the Securities and 

Exchange Commission desires in Fi- 

nancial Statements.” His paper con- 
y}]y 


tained some very illuminating material 


as to the S.E.C.’s position on a num- 
ber of issues. He indicated, among 
other things, a strong belief that inves- 


tigation of new clients should be con- 
sidered a normal audit step as a basis 
for evaluating management represen- 
tations. He said: 


“It seems unescapable 
sive knowledge of the client is implicit in 
many of the more explicitly stated proce- 
dures, such as, just for illustration, the 
evaluation of the extent of internal control 
or the practice of accepting explanations 
from officers and directors. First we have 
the case of an audit which has been per- 
formed each year over a long period. Then 
there is the new engagement where the 
business involved is long established and 
there is a high degree of management con- 
tinuity; here an int = ite situation pre- 
vails. A third broad classification consists 
of the new client whose business is about 
to be launched or, if established. whose 
management has not stayed put. But any 

uch classification, whether general or more 
det ailed, simply emphasizes the probable 
difference in the degree of investigation 
time. Proper 


that com prehen- 


€ 
required at a given point of 
investigation is not only most assuredly an 
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audit step to be performed just as certainly 
as, say, verification of bank balances, but 
must also be undertaken both thoroughly 
and expertly so that the results of the in- 
vestigation are adequately reflected in the 
remaining audit procedures to be followed.” 


Mr. King also had the following to 
say about “completeness of the finan- 
cial statements,” a vexing problem that 
frequently arises in S.E.C.- filings 
where there often appears to be out- 

right duplication between running de- 
scriptions in the forepart of the pros- 
pectus or other document and the ma- 
terial included in notes to the financia 
statements : 


“A matter which is not often mentioned 
but which is appropriate to the subject of 
discussion is that of the completeness of the 
financial statements. Perhaps I can dispose 
of this briefly by saying that we expect the 
financial statements with their. supporting 
schedules to be self-contained documents 
subject to the right of reasonable incorpo- 
ration by reference from accompanying 
material. In the material subject to our 
jurisdiction, such as the prospectus con- 
tained in a Form S-1 Registration State- 
ment, the problem is not one which has 
caused us a great deal of trouble. But too 
often in filings involving something less 
than a seasoned, established registrant, 
sufficient care is not exercised on this 
point. We feel that an investor is entitled 
to assume that all pertinent financial data 
for the stated periods or dates is presented 
in or with the statements or specific refer- 
is made to data given elsewhere, such 
as, for example, in the so-called ‘non- 
financial’ section of a prospectus. Neither 
a hunting expedition nor a searching an- 
alysis by experts should be made necessary. 


ence 


“Related to the matter of self-inclusive- 
ness are the problems of how much to tell 
and how to tell it. The first might be dis- 
posed of with the admonition that we desire 
a reasonable degree of frankness in the 
presentation of material facts. On this 
score I feel compelled to observe that while 
I have a great deal of respect for tradition, 
it often has proven to be a poor guide. 
During the last ten years or so substantial 
strides have been taken in bringing to in- 
vestors the information they need. The 
resistance to this was, and to some extent 
still is, traditional. It is my belief that the 
independent accountant can perform a valu- 
able public service if, although recognizing. 
the significance of long established customs, 
he does not hesitate to insist that they be 
ignored where the suppression of important 
facts is involved. I can not lay down before 
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y rule or test to apply other than the 
il rule. I can only urge that an en- 
ightened self-i1 argues in favor of the 
n the side of complete- 
The vital significance of 










accountant s 


ness in report 














financial figures in our increasingly com- 

x society I believe guarantees due recog- 

ition for those accountants who refuse to 

compromise with anything less, within the 

, 1 

me y f : statements, than the 
full s 

We «¢ f course, expect the accountant 

to insist upon the expert prescntation of 

ires and accompanying comments; 

f independent accountant is presumed 

ve to the work a characteristically 

1 rree + } lical Les] - id WT - 

degree of technical skill and expert 


his means not only that facts should 
be stated but that their disclosure ought 





not to be submerged by unnecessary ver- 
bosity or by the employment of artful lan- 

e. The use of certain accounting terms 
may be accepted as a necessity. At the 


ime time the real meaning intended to be 
hown should not be veiled in jargon, 





yliqueness, or clever devices. To the ex- 
t that conventional terms and descrip- 
n are necessary, the meaning must be 
that hi both consistent and most 
url the ordinary individual's 
n These are not mere ab- 
stractions to which I refer. Neither are 


they simply the indication of a hopeful 
, ; *f 


idealism. The public accountant today 
i in unique and preferred position 


-onfidence. Certainly it 
nable to expect—and we do expect 


+ meet 
t meets 












on the 


u a 
\ 7 +1 ox 
\Tay </tN \ 
nt ectino > 


r 





companies 


ons of dollars. Com- 


oy ye 
Ot some $/0.9 Dill 


parison of such companies for 1947 and 
1948 indicates the following: 
Fixed assets increased by $4.3 
lions or about 17%. 
Inventories increased $2.3 billions or 
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some 13%. 


Working capital increased $2.5 bil- 
lions or about 10%. 

Net sales increased $15 billions or 
nearly 16%. 

Net profits increased about $1.4 bil- 
lions or 21%. 

The percentage of net profits to sales 
rose from $6.9 to $7.2 billions. 
The percentage of net income to 
capital stock and surplus increased 
from $17.0 billions to $18.5 bil- 

lions. 


The release also breaks down the over- 
all figures into manufacturing, non- 
manufacturing, and retail trade cate- 
gories. In release 153 of the same se- 
ries, detailed data on miscellaneous 
manufacturing companies are summar- 
ized. 


Optional prospectus pian 
We understand that S.E.C. has again 
tentatively rejected proposals that a 
prospectus be required to be furnished 
only where the prospective investor re- 
quests one. Generally similar propos- 
als have been made from time to time 
in the past and have met a similar 
fate. It appears that, as a counter- 
measure, consideration 


is being given 
to the possibility of devising a very 


condensed prospectus to be used in 
selling efforts prior to the effective 
date but after filing of registration 


papers, the purchaser to have an abso- 
lute right of recision of his commit- 
ment for a short while after receiving 
the full prospectus. The knotty prob- 
lem in such a proposal is how to de- 
cide what to omit in the short pros- 
pectus and how to get the issuer to 
omit data without having the Commis- 
sion saddled with the responsibility of 
approving or insisting upon such omis- 
sions, and so in effect itself “writing 
the prospectus.” 


CKD 


July 











The Taxpert 











By Lewis Grutick, C.P.A. 


The Taxpert Looks at 
Family Troubles 


We have had this case kicking 
around our files for many months, try- 
ing to keep the facts and the conclusion 
within the 200 word limit, which we 
are obli ge -d to set on contributions, and 
still retain the human interest. 

It seems there were four people 
named Doe who jointly ry severally 
owned 45% of the stock of the X Cor- 
poration. Then John, the youngest, 
married Jane Roe. Not until months 
later was it discovered that Jane was 
the owner (by inheritance from her 
grandmother) of enough shares to 
make the Doe famliy holdings 50.3% 
of the total outstanding. And the X 
Corporation was therefore a personal 
holding company. 

What a spot poor John was in! He 
married for love. Could he have pro- 
sea “subject to Regulations 29.- 
503(a)—!” Is a bride expected to 
submit her investment portfolio to tax 
counsel before she says, “I do”? 

Obviously not! Yet the resultant 
costs (we were told) in taxes made a 
darn expensive wedding gift to the 
newlyweds, and did not help family 
harmony. 

Anyone know of more cases like 
this? Well, here are a few more gar- 
nered here, there and yonder. And 
well be glad to hear more. 

Family confidences arising out of 
divorce are too common to require 
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much comment. They are not confined 
to tax cases. Thirty years ago the 
Shoptalker was put to work analyzing 
a man’s check stubs and other records, 
to determine his real income (economic 
and taxable) as the basis for an ali- 
mony settlement.. The wife’s attorney 
had obtained the papers on a court or- 
der, and engaged the Shoptalker’s then 
boss to go over them. 

Then we have the more unusual Le- 
Sage case of a father and daughter 
partnership. From the decision of the 
Fifth Circuit on April 15, 1949, we 
quote: ‘The matter caused ill-feeling 
between father and daughter to the ex- 
tent that they ceased to speak.” We 
must imply the words “to each other.” 
Human nature being what it is, they 
were probably far from mute to their 
tax counselors. 

Far more pleasant is the Hirsch 
case. There a daughter gave up a 
career at college to assist her sick 
father in his work, and, according to 
the decision, she did a competent job. 
(Tax Court Memo decision of Dec. 20, 
1948.) 

Husband and wife cases, arising 
prior to April 2, 1948, will continue 
to obstruct court calendars for quite a 
while. It is consoling to think that, 
under the split income provisions of 
the present law, such cases need no 
longer necessarily arise. But cases in- 
volving other family relations will in- 
evitably continue. 

How can their incidence be reduced? 
Prevention is yale better than cure. 
If two kinfolk get to working together, 
and seek ae they can get it. The 
trouble is, they don’t. And their ex- 
cuse for not doing so is ironclad. 
“Would I be in business with my 
brother (son, daughter, nephew, or 
what you will) if I didn’t trust him?” 

They fail to see that mutual trust 
between or among partners is not suffi- 


(Concluded on page 457) 
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Tuomas W. Byrnes, C.P.A., has 
be 1 member of the Society since 


1911, and is a Certified Public Ac- 


) of New York and New 
| . ] ¢ . 4 
Jersev. He is also a member of the 
\1 1 Institute of Accountants. 


Mr. Byrnes is a consultant to the 
accounting firm of Byrnes and 
C.P.A’s. He was formerly 
in associate professor of accounting 
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at Columbia University. He is a 
text entitled, 
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readers of sucn iiterature are interested 


in getting something for nothing. While 


It is , as James Harvey Robinson 
wrote ‘The Mind in the Making”, 
that race has always been getting 





hing for nothing, for creative 
is confined to a very few,” and 
further that “ Prac- 
ill we handed to us 
vet there are thousands of per- 
sons who can, with only a slight expen- 
diture of time and effort, contribute 
aA. 


something out of their own lives which 


states 


have is 





may smooth the path or lighten the 
1 ‘a 1 ° ° 
burden of others or, influence their de- 
sire to think. 


Public accounting is a serious voca- 
tion and while most of the unusual sit- 
uations encountered are on the seamy 
side of life, there are instances, lighter 
in vein, which could be described. For 
example, this writer recalls a joshing 
incident of many years ago while en- 
gaged as a junior assistant on a stock 
brokerage audit. The client’s elderly 
cashier—who despised all auditors— 
announced that the controlling figures 
for the aggregate totals of the cheque 
stubs numbers for the period were in 
the safe and available for comparison 
when the auditor had completed the ad- 
ditions of the numbers! 


About ten years ago this scribbler 
suggested and contributed to a depart- 
ment in the Journal of Accountancy. 
It was established under the caption 
“Experiences in Auditing” and it ap- 
peared sporadically until World War 
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II intervened. What with the earlier 
experiences of public accountants and 
problems met and solved during the 
War in connection with the production 
of war materials, cost plus contracts, 


the OPA, the SEC, etc. etc., also, de- 








velopments in accounting and auditing 
techniques since 1945, there must be 
abundant d ilable if the posses- 
sors are willing take the time to 
review their d recollections, as- 
semble and place the material at the 
disposal of avid readers 

lf sufficient interest could be aroused 
and numerous unu sual experiences 
( thuted, the « could be the 
same as endance at a surgical the- 
tre i | Spit il b se interested in 
bserving the actions of leaders of theit 
profession and listening to the remarks 

the s] ul Sts hey P form rare 
ind de ca i 

ublic ac cy has 1 com 


paratively short time reached an envi- 
able position among the professions 
serving the public. The knowledge ac- 
quired through reading the descriptions 
of actual situations, neither the prob- 
lems involved nor the solutions of 
which can be found in text books can 
well result in inestimable value. The 
reader would be impressed also by the 
difference between theory and_ prac- 
tice, and the manner in which the 
worker in the field, confronted by a set 


of conditions never before by him en- 


The Taxpert 


(Continued 


The Commissioner and 
his agents are trained to trust no one. 
And who are we C.P.A’s. to quarrel 
with tl attitude? Isn’t the patron 
saint of auditors, Thomas, the great 
doubter ? 


Not all famil 
OUT dll family 


cient taxwise. 
lat 


however, 
partnerships. Charlie 
went to Alabama, 
take pleasure in relating an 
experience. As a result 
of his audit, he proved that the 
of the president of a corporation had 
conspired with another employee to 
mulct the a considerable 
sum. The complacency with which the 
old the revelation was the 


troubles, 
arise out of 
Maxcy, 
used to 
incident in his 


before he 
son 


company of 


man took 
thing that 

On the other hand, consider a case 
which made headlines in the New York 
papers about ten years ago. To avoid 
the family any further embarrassment, 
we will use the name of Yorick. 


Xavier Yorick started a business 
which prospered. He took into it his 


2 
fr 


countered, used his judgment to 
achieve a practical conclusion. 

If the elder public accountants can 
be induced to contribute odd_ profes- 
sional experiences, the up-and-coming 
members of the craft would be encour- 
ied to pass along solutions the 
out the-ordinarv problems arising 
from th own daily contacts, wit 
consequent be 1efit to all 

rom page 455 
brother, Zedikiah, and made him Vice 
11 


President. After 20 years Xavier fell 
gravely ill, and was in the hospital, or 
convalescing, for nearly a year. On his 
return, he found routine quarterly re- 
ports. of good C.P.A’s., revealing a 
shocking business loss. A very li 

effort on his part showed false vouch- 
ers and other things which no auditor 
could have proved; all were in due 
form, and approved by the only person 


ttle 
uit 


who was in a position to approve them, 
Zedikiah. Xavier had a little more dii- 
ficulty in showing that the bookkeeper 
had been heavily bribed to help Zedi- 
kiah. And to shorten a long sad story, 
Zedikiah went up the river. 
Such public are rare. How 
many heartaches are concealed 
in audit files, no one knows. But they 
are there. The Shoptalker can, at this 
moment, hear, by remote psychic con- 
trol, at least half ing, 


“Why that’s nothing—listen to this! 
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his readers say 
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To the Editor of The New York 
Certified Public Accountant: 


r™1 1 
Lhe iC? 


Mr. 


pulling article by 

Ross in the April, 1949, 
issue of The New York Certified Pub- 
intant relative to the meaning- 
lessness of information developed 
through the utilization of Standard 


" q 1 + . 
prompts this letter. 


r. Ross’ statement “it might ap- 
1 ° 1 


that thi ‘miter | ] th ; , 
pear that this writer holds the view 
that se of standard costs as a tool 


all wrong and should 


a < 














be cally modified or completely 
] 1 he i eee See ° ; 
wandoned had me breatniess until I 
“f 4 os . ‘6 See sonia 
iched his statement that “‘such a con- 
lusion would not be correct.” 
[ believe that Mr. Ross is provoking 
+ ] 1 : rk 1 
con ictive thought in relation to the 
use of standard cost information, and 
1 “q e , 
so here goes with a tew of my observa- 
t 1 connection with the case cited 
rth le 
sasically, costs are consid- 
¢ ») De | costs l wher 
are gene! l ¢ to set 
Cling | When s lg prices aré 
) ed a gross profit reiation- 
ship | 1 to ea l prod 
1 1 al 
MM iwements acknowledge l€ 
ct tt e are two demons 
it a nticipated sales amount, 
yr price and vol \ 
: 
re ell r OL ) tnese 
f; s results 1 reduction of gross 
) 2 ly a J yressive and 
Loe \ iK ne sort 
{ l I P \ t the mul ication 
table yma tur g es ito a 
complete financial fiasco. In turn, an 
iS 1 costs has the same funda- 
n i atant Nine . in anticipated 
Ini¢ Ll € eC 1 dec ise 1N anti Ipater 
gross Pp it otandar costs are de- 
sioned to highlight and brine to the 
igned to highlight and bring t h 
attention of management currently 
these increases in costs by the use of 


devices called material, labor and over- 
head variances. It would appear from 
Mr. Ross’ article that the Cost Depart- 
ment had these variances to 
management for a period of nine 
months. 

There are generally two corrective 
actions that could be adopted when 
gross profit is threatened, and related 
action should be considered advisable 
as soon as this condition rears its ugly 
head. (1) For controllable costs the 
company should meet the challenge 
with an active, aggressive and construc- 
tive cost reduction program, (2) An 
increase in non-controllable costs usu- 
ally is met by an increase in selling 
prices. 

It would appear that it does not take 
much managerial ability to solve the 
problem of reductions in gross profit 
by electing to have the company al 
the increased costs especially when 
“large sales volume and urgent public 
demand” and “a backlog of orders at 
all times in sufficient amount” is co- 
existent. Did this company understand 


the l it] 


simple arithi 


: 
shown 


sorb 


weal far h- cin wml 
retical fact that its seil- 


ing prices did not include the overhead 
variance of $324.900 and that it was 
eating its way into the anticipated 
gross profit of the products produced 
in the nine months period? 

I venture to guess that the results 
would have been the same had any 


900 at the end of 
cost find 
In connection with the indictment of 
purchasing agent as inefficient be- 

f an unfavorable price variance 
of $4,300, let us assume that it is un- 
ir. Certainly the management has 


lair. 


tives 1f and when purchase 


otner elect 
prices are not controllable. It would 
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be either to increase selling prices, util- 
ize less materials, use lower priced 
materials, or fatefully absorb the addi- 
tional costs. In connection with the 
fact that the purchase price variance 
consisted of substantial favorable and 
unfavorable variances, it certainly indi- 
cated to management that it would be 
wise to plan for the day when favorable 
variances caused by the purchasing of 
surplus material would be non-existent 
and it would find itself facing a sub- 
stantial unfavorable purchase price 
variance, alone. 

I believe that Mr. Ross’ article adds 
QM. E. D. to the N. A. C. A. statement 

-“‘many instances of failure to use 
them (standard costs) and of manage- 
ment’s expression of a desire for actual 
costs rather than standard costs reflects 
a lack of confidence in standards.” 

In my opinion, there are too many 
companies using standard costs eco- 
nomically and successfully to become 
provoked at Mr. Ross’ jostling. 


J. Howarp Brown 


Rochester, N. Y. 


Rejoinder by Mr. Ross: 


I have read over Mr. Brown’s letter 
in which he comments on my April 
article regarding standard costs. Let 
me in turn comment on his remarks. 

In paragraph four, Mr. Brown states 
that “basically, standard costs are con- 
sidered to be budgeted costs and when 
determined, are generally utilized to 
set selling prices.” I agree that in or- 
der to set an intelligent selling price 
(we will ignore the effect of competi- 
tion), it is necessary to have a careful 
cost estimate. However, when the mer- 
chandise is sold and the factory pro- 
ceeds to turn out the goods in order to 
fill the order, the establishment of vari- 
ances will have no effect on the sales; 
the only value of establishing the vari- 


ance is to serve as a possible basis in 
determining future selling prices. 

However, a complication arises as to 
future sales. Assuming that as a result 
of the establishment of variances, the 
management either continues the same 
selling price, increases it, or reduces it 
(it is unimportant which), the fact re- 
mains that when the selling price has 
been established the determination of 
variances again has no effect on sell- 
ing prices. The merchandise has al- 
ready been sold. It is a vicious, con- 
tinuous circle. 

There is a further factor. There is 
no way of knowing, except in a period 
of stable economic conditions, whether 
the variances of one period will con- 
tinue in the next. To the extent that 
managerial efficiency can control costs, 
there is some justification for deter- 
mining just where the variations have 
been. However, most manufacturers 
are at the mercy of forces greater than 
themselves both as to material costs 
and labor costs. Unless they take a 
position of covering their materials far 
enough in advance to assure a fixed 
material cost, they cannot tell what ex- 
ternal fluctuations will affect their op- 
erations. On the other hand, if they 
have such material coverage, what pur- 
pose does it serve to split all invoices. 

Labor costs involve human factors, 
so intangible as to defy accurate ana- 
lysis as to what the standard should be 
for a future period. 

Mr. Brown’s comments in the sev- 
enth and eighth paragraphs of his letter 
are not quite clear to me. Of course 
the company had the actual costs so 
that it knew what the total overhead 
was. The point I raised in my article 
was that the variance figure was merely 
a splitting up of an overhead total into 
two meaningless components. 


CHarites M. Ross 


New York, N. Y. 
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Accounting Control By Use 
of Standard Costs 


By Gera 


ld H. Gregory. THe Law Book 
( OF AUSTRALASIA 


Pry. Ltp., Sydney, 
American Agent 

Toronto, Canada) 
£1 10s. net. 


is a second edition of a book 


iginally was issued as a postgradu- 
< on cost accounting. In its revised 
edition, it is now a book on Standard Costs. 
author is to be 
nded since he realizes that, in the fu 
g without standards has 


neaning in managerial control 


ustralia. (Canadian and 
he Carswell Co. Ltd., 


948. Pages: xx + 216; 


this respect, the 





to be effective tod ether it 

Il ted States « At i, must 
é tandards his e author 
changing the nature of his first 

In tact, it might better be termed 

book on standard costs, rather than a sec- 


ond edition of a cost accounting text. 
In commenting on a written by a 
lleague who is thousands of miles away, it 


discreet to 


book 


becomes both considerate and 





ke allowance tor the fact that both the 
iewer and the reader may not be fully 
‘ of the business and industrial con 
litions existing in Australasia. One thi 
| and emphatic: the author 
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four methods adapted for cost finding, and 
control of production costs. Other meth- 
ods are—Job Costing, which is an attempt 
to ascertain an average cost for each pro- 
duction order; Process Costing, a proce- 
dure used for determining the cost of a 
process; Operation Costs, which are used 
to measure where machines and 
other production facilities are set to per- 
form particular operations for relatively 


long periods.” 


costs 


It is the opinion of the reviewer that this 
is not an accurate statement. There is no 
such thing as Standard Costs, by itself. 
Standard costs merely indicate the nature of 
the job order or process costs either they 
are historical, or predetermined (standard). 

Otherwise, the treatment and the develop- 
ment of the subject as “the first publication 
of its kind in Australasia dealing exclusively 
with the ndard Costing,” is to be 
praised. The development and illustration of 
the subject matter is interesting, though of 
limited application in its illustrations. The 
author uses the traditional term “on-cost” 
for factory overhead early in the text, but 
American term “overhead.” 

ns such as “Full Department” 
for those using raw materials, and “Service 
Departments” for those which merely add 
labor and factory ‘“‘on-cost,” may prove en- 
lightening to the American readers. It is not 
the same as our concept of factory service 
departments. 
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Book Reviews 


Audits and Examinations, 
Standards and Procedures 


By Christian Oehler. AMERICAN Book 
Company, New York, N. Y., 1949. Pages: 


Xi = 3/0< So.20. 


1 





This book describes in a succinct manner 
auditing techniques and outlines data re- 
quired in working papers. The opening 
chapters distinguish auditing from account- 
ing and discuss some of the broad factors 
entering into an audit engagement. The 
organization of an accounting office is also 
briefly reviewed. Separate chapters for each 
balance sheet account are devoted to the 
discussion of specific auditing problems. The 
audit of profit and loss transactions is cov- 
ered by a chapter on sales, a chapter on 
purchases, costs and expenses, and another 
one on other credits and charges to income 
and surplus. Two chapters cover the exam- 
ination of cash transactions and the detec- 
tion of cash irregularities. There is also a 
chapter on examination of transactions with 
trade debtors. A full chapter on the con- 
tents of reports and one on the nature of evi- 








dence examined by an auditor complete the 
book. 

The in his preface, states that the 
book is intended for use as an instruction 


manual by students as well as practitioners 
and that the material is equally applicable 
to public accountants as well as internal 
auditors. It is without question true that 
procedures employed by public accountants 
and internal auditors are similar in a great 
many respects. The difference, however, 
lies in the end use which is to be made of 
the materia! gathered. Generally speaking, 
a public accountant audits in order to form 
an opinion on the fairness of financial state- 
ments. Under current thinking, the work 
of the internal auditor stresses its use as a 
management tool for controllmg operations 
and for determining if management policies 

followed. The f 





are being material of this 
book is not arranged in a manner so that 
auditing procedures can readily be con- 
nected result to be obtained, nor 


with the 














has there been a pointing up of the pro- 
whicl re ful as a management 
tool. I if the internal auditor would 
find it difficult to select from this book 
thos ires which are applicable to 
hi ems, the utility of would 
not it t i is it otherwise 
might 
F col auditing 
manual practit uld be an 
autl source f 1 standard 
pre 1 n difficult cases may 
be s 1 5 b ) by ne- 
cess units ref th 
audit s followed i 
Also cases, the re 
Be i ee 





opinion of the author rather than a discus- 
sion of the practices which are gencrally fol- 
lowed, either because of custom or external 
requirements. For example, on page 179, 
the entire reference made to confirmation of 
retail acounts is: “Because of the difficulty 
of obtaining a satisfactory response to the 
requests for confirmation of customers’ 
accounts in the average retail business, 
most auditors consider it of very doubt- 
ful value to make any request at all in 
a business enterprise of this kind.” The 
inference of this statement is that in audit- 
ing such organizations as department stores, 
confirmation requests are not used. Among 
other things, this gives no consideration to 
S.E.C. or American Institute requirements. 
A point of view of the author, which is con- 
trary to general practice, is that the finan- 
cial statements are those of the accountant 
rather than the client. On page 178, the 
author states that if certain accounts receiv- 
able have not been confirmed, a list of such 
accounts should be submitted in the auditors’ 
report and “reference to this list should be 
made on the face of the balance sheet.” 
Problems as to what needs to be disclosed 
in public reporting are virtually not cov- 
ered. In view of the lack of complete dis- 
cussion of such questions and because the 
book generally is pointed toward auditing 
relatively small companies, whereas the ma- 
jor problems met by the practitioner are 
the extent of testing required on large en- 
gagements, this book could only be of small 
use to the practitioner. 

For the student, this book has a lot of 
useful material. The presentation covers a 
lot of ground that is clearly written, and 
the material is well organized. Most of the 
chapters concerning examination of asset ac- 
counts are subdivided to indicate those audit- 
ing steps relating to the determination of 
evidence and ownership as distinguished 
from those steps which are related to valu- 
ation. This subdivision clearly sets forth 
in the student’s mind the two major phases 
of activity towards which an auditor’s work 
is directed. 

There are, however, certain thoughts ex- 
pressed throughout the book which do not 
inform a student that the area of practice or 
definition is not settled. These matters are 


also stated without indicating the evolu- 
tionary background of the subject matter 
and accordingly do not give a student the 
breadth of viewpoint which would appear 
desirable. ‘he author flatly states that audit- 


ing is a science. Many authorities argue that 
the term “science” should be applied to a 
body of laws which represent a statement of 
relationship between two variables (cause 
and effect) and which can be expressed as a 
| tical formula. It appears that the 
student should be acquainted with the fact 
that many people consider auditing an art. 
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7 one of 
hapter State that 


( 
three genera phases: 


introductory 
auditing consists of 
(1) before the field 
work, (2) the field work, and (3) the re- 


states that auditing standards 





ire the principles relating to these three 
phases of work and that auditing proce- 
dures are the steps taken in these three 
phas« f work. Inasmuch as no definition 


is of f the word “principles,” the stu- 
dent is not acquainted with the current defi- 
nition of standards promulgated by com- 
mittees of the American Institute of Ac- 
relates the 


scope of auditing 


work to be performed to four types of 

lit vhich he lists as: (1) complete 
audit, (2) test audit, (3) examination of 
financial condition with review of opera- 
t s, and (4) examination of financial con- 
dition without review of operations. 
Throughout the book reference is made to 
these four types of audits as being the de- 
termining factor as to whether or not cer- 
tain procedures are required. Nowhere is 


there introduced the thought that audit pro- 
f < accountant are related to 
1e must render upon the 


cedures of a public 
which 
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c statements, that the omission or 
extension of procedures is determined by 
the materiality of the item as it relates to 
the entire financial picture rather than by 
the nai f a type of audit. Although the 

uthor *s that his audit classifications 


are not used by all accountants, he, never- 
the uses them exclusively. A graduate 
student on entering an accounting office 
not receive much help if he were to 
assigned to an 





inquire. when 








engagement, 
whether he should perform a test audit or an 
examination of financial condition with re- 
view ( rations. 
The fact that the author does not start 
t by explaining the nature of a short form 
of report as distinguished from supple- 
mentary comments or a long form report, 
1 hI! 
P| 


y a matter which causes more con- 

in the book. Through- 
out the book the author states that certain 
items would be the subject of the account- 
ants’ report, such as the issuance of post- 
dated checks or errors in trial balances, or 


fusion than any other 


poor control in purchasing. The student 

ould be misled if he thought such matters 
wouid De misied 1 1e thought such matters 
were the subject of a short form opinion on 


financial condition. 

The author states that anyone who is un- 
able to detect fraud could never become an 
statement is made without 
clearly informing the student that fraud is 
of interest to the public accountant when 


the amount thereof is of such size as to 


auditor. This 


materially affect the fairness of the presen- 
tation of financial results. The fact that 
cI ing emphasizes the determina- 





inancial results have been set forth 


in accordance with “generally accepted ac- 
counting principles” is not made clear. 

Cash transactions and transactions with 
debtors are singled out as requiring spe- 
cial verification. It is not clear as to why 
ther transactions such as those recorded 
in merchandise records do not require equal 
attention. 

Little reference is made to bulletins issued 
by the American Institute of Accountants, 
and in some instances the opinion of the 
author is given without indicating that it is 
contrary to the opinion of the Institute. For 
example, the definition of current 
makes no reference to the cycle theory of 
currency. Likewise, the author states that 
deferred charges are not current assets. 

In summary, while there is interesting and 
useful instruction material in this book for a 
student, the student needs to be cautioned 
that there are additional or contrary points 
of view in connection with many of the posi- 
tions taken by the author. 


assets 


Caro, F. Harri 


New York, N. Y. 


Elementary Cost Accounting 


By George Hillis Newlove and S. Paul 
Garner. D. C. HEATH AND COMPANY, 
Boston, Mass., 1949. Pages: xii + 756; 


$5.50. 


This is a revision of an earlier text pub- 
lished originally in 1941. The intervening 
years have seen a rebirth and, as the au- 
thors state, a dynamic evolution of cost ac- 
counting. To be sure, cost accounting re- 
ceived somewhat of a during the 
war but it has made rapid strides since the 
close of the war and has more than regained 
whatever ground may have been lost. 

The emphasis, of course, has been directed 
along the lines of finding ways and means 
in which the accountant can be of greatest 
usefulness to management. This emphasis 
on the managerial aspects of cost accounting 
taken many ranging from the 
development of standard costs to costs in- 
volving choice among alternatives. By and 
large, the objective has been to develop 
costs that will serve the various purposes 
for which management finds it necessary to 
make cost computations. These have in- 
cluded not only the conventional use for in- 


setback 





has forms 





ventory valuation but also the use of cost 
data for planning and budgeting, for cost 
control, for pricing and for special pur- 


poses involving, as was stated above, the 
choice among alternatives. 

Judged by these requirements, the pres- 
ent text falls somewhat short of meeting the 
needs for a full discussion of cost account- 
ing. Although the subject of cost control 
has been approached in a number of places, 
the subjects of budgeting, of standard costs, 
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etc., have been largely overlooked. There 
is a very brief introduction to standard costs 
contained in an appendix. Budgets have 
not been mentioned at all except as an in- 
cident in connection with the control of 
overhead. 

What the text boils down to, therefore, 
is a one semester introduction to the basic 
techniques of cost accounting. The chapter 
set-up does not differ in any way from the 
first edition. It has been amplified and as 
such it provides the student with the requisite 
working knowledge of cost procedures. It 
does not, however, supply the need for a 
completely integrated presentation of cost 
accounting. It fully lives up to its title of 
Elementary Cost Accounting. 

THEODORE LANG 


The Graduate School of Business 
\dministration 


New York University 


A Primer on Budgeting 


By C. Oliver Wellington. D Van Nost- 
RAND AND Company, Inc., New York, 
N. Y., 1949. Pages: viii + 86; $2.95. 


This very readable little book traces the 
business trials and tribulations of two imag- 
inary characters known as Mike and Sandy. 
They enter into their business of manufac- 
turing baseball bats with naive zeal and 
enthusiasm. They soon learn from experi- 
there ing more to the 
than carving 


ence that is somethi 
bat manufacturing 
their product out of a strong stick of wood. 
these problems develop, the partners 
learn to separate the several facets of man- 
é ntrol that make possible greater 
ir fir ignificant accomplish- 
nost profitable 
n there is the problem 
1 entalization of spe- 
nchronization of 
bjective. They 
greatly in the 
of future pro- 
veloped greater 


cation of 


business 








rime ¢ 





respon- 











S f i! ways and 
n s for testing t ictual accomplish- 
m¢ Finally, a simple though relatively 
complete budget system is in operation, and 

(O 


L949 


upon solid 
sales are 


the partners have their feet 
ground so far as production and 
concerned. 

This is a book with a message for the 
small business man who wishes .to grow 
and expand along well-planned lines. The 
appeals are presented in natural rather than 
scientific tones. The questions raised are 
clear and simply put and are designed to 
give encouragement to the business man 
who has shied away from budgets because 
he thought of them as technical and costly. 
The book is well titled as a “Primer” on 
budgeting. Fourteen of the final pages are 
given over to questions that may very 
likely be raised by one who desires to fol- 
low in the business tracks of Mike and 
Sandy and to accomplish what they were 
able to do. 

LAWRENCE W. SHERRITT 


The School of Business and 
Civic Administration 
The City College of New York 


New York Laws Affecting Business 
Corporations (Annotated) 


30th Edition, Revised to April 30, 1949. 

J. B. R. Smith, Editor. 1949, xxx + 656 

pages. Price: $2.50, postage paid. UNITED 

StaTEs CorporaTIon Co., New York and 

Albany. 

This well known publication contains the 
full text of the General Corporation Law, 
the Stock Corporation Law, the Business 
Corporations Law, “Blue Sky” and Anti- 
Trust provisions of the General Business 
Law, the Uniform Stock Transfer Act, and 
the General Associations Law, as well as 
applicable sections of other pertinent laws. 
There is also included a synoptic analysis 
(which provides quick reference to the sev- 
eral corporation laws), a table of cases, and 
a complete index. 

A total of forty-one changes affecting 
this edition were enacted. Most important 
was the complete revision of paragraphs 35, 
36, 37 and 38 of the Stock Corporation Law, 
relating to amendments, cies September 
Ist; also, the restated Certificate of Incor- 
poration permitted by new par. 40 of the 
Stock Corporation Law; franchise tax 
amendments, increasing rate, etc.; etc. 
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We only wish there were a miraculous 
drug to stop a man from worrying. 

Hundreds of thousands would buy it, 
because constant worry over money 
literally makes sufferers sick! 

It’s a sickness, however, that miracle 
drugs cannot cure. 

Yet ... something ’way short of a 
miracle can! 

That’s saving! Saving money ... the 
surest, wisest way. With U.S. Savings 


Bonds. 


MIRACLE DRUGS CANNOT CURE THIS SICKNESS 


All you do—if you’re on payroll—is 
join your company’s Payroll Savings 
Plan. 

Or, if you’re in business or a profes- 
sion, enroll in the Bond-A-Month Plan 
at your local bank. 

You'll be pleased to see those savings 
grow. Ten years from now, when your 
Bonds reach maturity, you'll get back 
$40 for every $30 you invested! 

Is it peace of mind you want? 


Start buying Bonds today! 


AUTOMATIC SAVING IS SURE SAVING== 
U.S. SAVINGS BONDS 


Contributed by this magazine in co-operation with the 
Magazine Publishers of America as a public -service. 
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